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1. BACKGROUND 


This lecture is designed as a sequel to 
one which I delivered at Adelaide and 
Canberra last year under the title of ‘‘The 
Integration of Taxation and Accountancy 
Principles in Commonwealth Income 
Tax.’’ My writings have been prompted 
by Professor Julius Stone’s book, The 
Province and Function of Law, which 
has made a lasting impression upon me in 
common with many others privileged to 
be his students, and again I acknowledge 
my debt to him. In that book he set out to 
examine law in the light of present know- 
ledge in disciplines other than the law — 
logic, ethics and the social sciences. He 
cites Oliver Wendell Holmes, Jr., who 
said in 1886: ‘‘If your subject is law, 
the roads are plain to anthropology, the 
science of man, to political economy, the 
theory of legislation, ethics, and thus by 
several paths to your final view of life,’’ 
and in 1897: ‘‘for the rational study 
of the law the black letter man may be 
the man of the present, but the man of the 
future is the man of statistics and the 
master of economics.”’ 


Accountancy, like law, is ripe for exam- 
ination in the light of knowledge derived 
from subjects other then accountancy in 
order that its place in the community may 


properly appreciated and that the 
work of its practitioners may be co- 
ordinated for the common good with that 
of the labourers in adjoining fields. 


No less in number and extent are the 
roads leading outwards from accountancy 
than from law. They lead directly to law 
itself, to economics, industrial psychology, 
logic, ethics and sociology. All these and 
others too must be more than nodding 
acquaintances if the accountant of tomor- 
row is to seize the opportunities now 
lying before him. 

Last year I linked accountancy prin- 
ciples to some extent with law and eco- 
nomics and concluded with a threefold 
plea 

(1) for the recognition of accountancy 
principles by our legislators; 

(2) for the co-operation of economists 
and accountants in applying eco- 
nomic science to the problems of 
office and factory ; 
for accountants to keep their stan- 
dards high, carry out research, and 
formulate and enunciate their ac- 
countaney principles so that the 
latter might be applied with some 
certainty in dealing with current 
problems and the rapidly changing 
facts of business. 

On this occasion we move the spotlight 
round and cast its beam upon account- 
ancy from new quarters, such as sociology, 
psychology and to some extent ethics, 
whilst endeavouring at all times to keep 
an eye open for ways in which the ac- 
countant can fulfil himself in services to 
his community. 
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Today the emphasis is upon society. 
One hears on all sides of ‘‘the welfare 
State,’’ of social benefit schemes, of com- 
munity movements, of clinics, hospitals, 
libraries, playgrounds, free medicines, 
amenities. Schools and universities run 
courses in social studies. Economies, psy- 
chology, anthropology, history and the 
rest are bracketed as special social 
sciences, and overtopping these is the 
general social science, sociology, whose 
function it is, in the words of Morris Gins- 
berg, ‘‘to bring the results of the special 
disciplines into relation with each other 
...in short, to view social life as a whole.’’ 

With all this study and all this benefac- 
tion, a visitor from Mars might reason- 
ably expect to find here a happy breed of 
humans, free from fear and _ want, 
actuated by a logical appreciation of the 
why’s and wherefore’s of human be- 
haviour and imbued with noble ideals of 
self-sacrifice and service in the common 
interest. 

How soon, alas, would disillusionment 
set in! A stroll around the wharves; a 
tour of public works; a descent into some 
mines ; an inspection of a few factories; a 
brief sojourn in an office and a spell in 
some House of Parliament—would soon 
reveal such selfishness, such unconcern 
for fellow men, such a withholding of 
labour, such a desire to take the easy way 
out, to receive without giving, to act with 
emotion rather than logic, with prejudice 
rather than liberality, that the astonished 
Martian would hastily scramble aboard 
his space ship and scream into the blue 
in terror lest the prevailing madness 
should claim another victim. Scarcity in 
a land of plenty! Unemployment when 
goods and services are wanted! Aloofness 
when all would benefit from co-operation! 
Schisms of class, party, creed, ideology— 
‘Lord, what fools these mortals be!’’ 
Can men want because of the failure to 
lift a hand to help themselves? Shall a 
nation welded in the fire of two world 
wars become a rabble of bludgers and 
vainglorious idlers? 

*“O wad some power the giftie gie us, 
To see oursels as others see us! 
It wad frae monie a blunder free us 
And foolish notion.’”’ 
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2. ACCOUNTANCY AND SOCIOLOGY 


Early in his studies the scientist is told 
he must not make value judgments: he 
must impartially observe the facts, cata- 
logue and classify them and build his 
theories to conform, putting aside his own 
predilections and predispositions. So the 
judge is constrained to apply the estab- 
lished precedents and the statutory enact- 
ments to the facts of the case before him, 
administering the law as it is and not as 
he thinks it ought to be. So the 
economist is trained to deduce the conse- 
quences which follow a given set of cir- 
cumstances—if the demand exceeds the 
supply, the price will rise; if the price 
rises, sales will fall off, and so on—always 
protecting himself with those magic words 
ceteris paribus—‘‘other things being 
equal.’’ 


The accountant in his preparation of 
financial statements is enjoined by precept 
to keep to the facts, neither fearing nor 
favouring, but objectively displaying the 
assets and liabilities, the income and expen- 
diture as it seemeth best to his godly wis- 
dom, concealing nothing and imagining 
nothing, though his client on bended knees 
begs him to put a better face on things for 
the bank or take a broad view of a stock 
reserve when preparing the income tax 
return. 


But sociology does not burke the issue 
of value judgments. Says Ginsberg: ‘‘We 
may ask .. . whether in dealing with social 
facts we can leave out of consideration all 
reference to human purposes, ideals and 
aspirations. Are not ends and strivings 
the very stuff out of which social happen- 
ings are made? Is it not part of our prob- 
lem to determine whether purposes count 
in the process of civilization, and, more 
particularly, whether the functions or pur- 
poses which institutions are alleged to 
serve are in fact served by them, 
whether they are sophistications or ration- 
alizations of concealed underlying drives! 
Is it not clear that, in some sense, ends 
and values must form part of social 
science... ?’’ Gradually this idea that n0 
one branch of knowledge can be isolated 
and studied in vacuo where human beings 
are concerned is permeating the specialized 
fields. 
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The economist of today for his part is 
becoming more realistic in his conception 
of man as a rational animal and sees a 
“trend towards finding the causes of indi- 
vidual behaviour in social forces rather 
than finding the causes of the social forces 
in the psychology of the individual . . . the 
individual does not become social by virtue 
of a reasoned decision, but by soaking up 
the social norms of the group in which he 
grows up.’’? Recognizing that ‘‘the pro- 
gress of Economic Science has been re- 
tarded by failure to devote attention to its 
psychological and _ sociological assump- 
tions’? a plea is made ‘‘for co-operation 
between the economist, the psychologist 
and the sociologist.’’ ? 


Modern studies in jurisprudence recog- 
nize the infiltration into judicial decisions 
of values derived from prevailing norms of 
justice. Widened conceptions of justice 
are attributed to ‘‘judicial creativeness,’’® 
a process whereby a value judgment is 
rationalized by seeking precedents to 
serve the ends of justice rather than by a 
process of @ priori reasoning without re- 
gard to existing social norms and modern 
standards of behaviour. It is pointed out 
that no set of facts is ever exactly repro- 
duced. If there is no other distinction, 
there is always one of time. It is even sug- 
gested that ‘‘a distinct social science of 
law is philosophically defensible.’’* 


One is not without ample precedent, 
therefore, for suggesting that our own 
specialized field of accountancy should be 
set against the background of society and 
evaluated in terms of human relationships. 
The accountant is in a rare position today 
both to study human reactions and to in- 
fluence people while they are at work. 
Roughly 40% of Australia’s population 
are employed, and these spend on an aver- 
age, say, 50% of their waking time at 
work, There is practically no field of enter- 
prise with which an accountant does not 
come in contact, as auditor, bookkeeper, 
secretary, company director, financial ad- 
viser, tax agent, methods engineer, liquida- 
tor, receiver, arbitrator, executor, trustee, 


————— — iiiniieiaicaiteatiaeiiial os 


1‘*The Psychological Assumptions of Eco- 
nomies,’’ by Kenneth F. Walker in The Economic 
Record, June, 1946, p. 66. 

*Ibid., p. 82. 
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attorney under power, or adviser to gov- 
ernment. He meets people in the course of 
their normal daily lives—not under abnor- 
mal circumstances like the doctor when they 
are physically or mentally ill, nor like the 
economist, in the form of abstract statis- 
tics, nor even like the psychologist, under 
conditions specially arranged for observa- 
tion. No, he goes into factory, warehouse 
and office; he visits farm, station and 
mine and he questions people about their 
work. He talks to employee and manage- 
ment alike; he has a statutory right to be 
present at meetings of shareholders in com- 
panies, and he has access to most parts of 
most businesses, sometimes by law, but 
almost always by invitation. He finds out 
what people in industry have done, and 
how they have done it and over a wide field 
it is part of his job to report on what he 
has found. 

Accountants’ reports! How much has 
been written about them and what a 
variety of subjects they cover—reports for 
shareholders, for management, for em- 
ployees, for government departments; re- 
ports on old businesses and new businesses ; 
on those which have succeeded and those 
which have failed; on those seeking public 
or private capital and those which. know 
not what they seek; reports on finances 
past and prospective, on methods, on mar- 
kets and on men. 

Let it not be thought from this that the 
accountant is a jack of all trades and 
master of none. He has a long and honour- 
able history antedating Babylonia and 
Egypt, but it is only in the last five hun- 
dred years that regular societies of ac- 
countants have been formed, only last cen- 
tury, in fact, in the English-speaking 
world. It is only in the twentieth century 
that the accountant’s sphere of usefulness 
has expanded so widely that a study like 
this has become justifiable and necessary. 

Crities of the accountant, his science and 
his art are legion and not least are they 
found among his clients when he has failed 
them. More will be said later of what his 
training and qualifications are and what 
they should be. Here I want to emphasize 
the breadth of his contacts. He has a vast 


3See, for example, Prof. Julius Stone, The 
Province and Function of Law, 1st Edition, at 
pp. 192 et seq. 

4 Ibid., p. 392. 
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The Accountant in the Community—continued 
realm in which to play his part as a de- 
tached investigator observing, recording 
and reporting in true scientific fashion. 
But his realm is comprised of human 
beings and he has the opportunity to exert 
a tremendous influence upon people, espe- 
cially those in control of industrial enter- 
prises, and through them upon the con- 
ditions under which employees work and 
live for the best part of their waking lives. 
This power of influence may be used for 
good or not used much at all. ‘‘ After all,’’ 
says many an accountant, ‘‘questions of 
policy are beyond my scope.’’ Granted, 
but constructive criticism is mostly wel- 
ecomed when offered at the right time and 
in the right place. Too often, indeed, is 
our profession indicted for turning its 
face to the past and producing balance 
sheets and accounts six months or more 
after the end of the accounting period 
when their usefulness is little beyond occu- 
pying a niche in the archives. 

No, it is the accountant who turns his 
face to the future, who knows costing, 
budgetary control, principles of manage- 
ment and something of industrial psy- 
chology and economies, who will find him- 
self in demand and his fee not begrudged. 

Tonight I want to sell you an idea. It 
is vast, but it is common sense. It is briefly 
this: 

The accountant is in a position to exer- 
cise influence in many directions through 
the breadth of his associations, especially 
with management. It is within his pro- 
vince to suggest ways and means whereby 
a business can achieve greater efficiency. 
This usually involves some detailed ob- 
servation of persons employed in business 
and the conditions under which they work 
as well as the figures which express the 
results of their efforts. He must be familiar 
with the consequences which may be ex- 
pected to flow from the use of incentives, 
both financial and non-financial. When a 
plan has been devised, approved by man- 
agement and implemented, if it has proved 
successful, the workers—and I include 
both employees and employers in this term 
—will usually be co-operative and more 


5Morris S. Viteles, Industrial Psychology 
(1932), p. 585. 
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efficient than before. That means, in 
human terms, they will usually be happier. 

Now, if a majority of workers could be 
made even a little more co-operative and a 
little happier than they are now, they 
would take that co-operation and that hap- 
piness out into their homes and their own 
social circles. We have all had the experi- 
ence of taking our troubles home and mak- 
ing the whole family miserable. Why not 
the reverse? I believe it is possible that 
the better state of affairs we all want and 
blame the Government or the Communists 
for our not getting, may be helped along 
immeasurably by our influence as account- 
ants in the community. Let me quote from 
two articles bearing on this :— 

Morris S. Viteles said, ‘‘ Among the few 
greatest questions of our age is that which 
asks what modern industry means to the 
individual worker with reference to his 
satisfactions and fullness of life.’ 

Douglas MeGregor and Irving Knicker- 
bocker wrote, ‘‘If through the bitterness of 
its own experience during the past decade, 
management can come to a full realization 
of the nature of the flaws in our system of 
industrial relations (i.e., if management 
perceives the necessity for changing its 
own habits of thinking about, and dealing 
with, its employees), our problems will 
already be half solved! This group has led 
the way to a better material world in which 
to live; let it now show us how to remove 
the obstacles which block the road to a 
better social order. And let it start with 
human relations in the factory—the place 
where management has already demon- 
strated its great genius.’”® 

I do not suggest for one moment that the 
accountant has any monopoly of the know- 
how of management or even that he knows 
very much at all about it—yet. But he has 
an independent status and a function to 
observe and evaluate and in his various 
capacities to promote efficiency. He has un- 
rivalled opportunities both for taking in 
and giving out ideas as he moves from one 
business unit to another. In the course of 
his duties, like the bee, he gathers honey 
from every flower, and stores it for future 
use. 


6 Douglas MeGregor and Irving Knickerbocker, 


‘*Tndustrial Relations and National Defense: 4 
Challenge to Management,’’ published in Person 
nel, July, 1941, at p. 58. 





October, 1952 


The Accountant in the Community—continued 


The Australian Accountant 


3. ACCOUNTANCY AND PSYCHOLOGY 


(1) The Motivation of Human Beings 

Far be it from me to pose as a psycholo- 
gist. Some things, however, make one 
think. Female textile operatives on piece- 
work sometimes prefer a day off to a 
day’s extra pay. One foreman will get 
more output than another through his 
sheer personality, though the pay and con- 
ditions are much the same. Profit-sharing 
schemes can have freakish results—some- 
times a sudden jump in production fol- 
lowed by a steady fall back to the old 
level; sometimes no appreciable increase. 
Tests have shown that not often do 
workers put money at the head of their 
wants, though employers have often 
thought they would. A new title or a pat 
on the back has often caused a man to put 
out his chest and hoe into his job as he 
would never have done for a rise in salary 
alone. Things like this make you wonder 
what makes humanity tick. What do 
people really want out of their jobs? 
What makes them sit up and take interest, 
and how far can management help? 


Much has been written on these topics. 
The earlier authorities point out that ‘‘the 
instincts and their emotions coupled with 
the obedient body lay down in scientific 
and exact description the motives which 
must and will determine human conduct.’’ 
Such instinets are listed as— 

Instinct of gregariousness. 
Instinct of parental bent: motherly 
behaviour, kindliness. 

Instinct of curiosity : manipulation, 
workmanship. 

Instinct of acquisition: collecting, 
ownership. 

Instinet of fear and flight. 

Instinct of mental activity : thought. 
The housing or settling instinct. 
Instinct of migration: housing. 
Instinet of hunting. 

Instinet of anger: pugnacity. 
Instinet of revolt at confinement: 
at being limited in liberty of action 
and choice. 


ad te 


—_— — 
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TL, C. Marshall, Business Administration, llth 
Editon (1935), at p. 169. 


12. Instinet of revulsion. 

13. Instinct of leadership and mastery. 

14. Instinct of subordination: submis- 

sion. 

15. Instinet of display: vanity, osten- 

tation. 

16. Instinct of sex. 

It is said that ‘‘if a physical environ- 
ment sets itself against the expression of 
these instinct motives, the human organ- 
ism is fully and efficiently prepared for a 
tenacious and destructive revolt against 
this environment.’ 

When a person is not properly moti- 
vated, it is said that the cost in energy is 
quite disproportionate to the meagre out- 
put. Frustration awakens a mild anger 
reaction, which distorts the endocrine 
glands, especially the adrenals, and in this 
way can alter the entire bodily chemistry 
to a degree. Much more energy is con- 
sumed in emotional reactions than in 
actual mental work. This was shown by a 
test of the blood and urine of students, 
which disclosed large increases in sugar, 
like chronic diabetes, before an examina- 
tion. Those most apprehensive were most 
affected physiologically. On the other 
hand, the spur of examinations is mostly 
necessary to hold a student to the seem- 
ingly endless grind of study. So the 
people who tend to suffer least from 
fatigue are those fortunate individuals 
who can work in a spirit of play. For 
those who can’t, the answer to worry is 
to come to a decision.® 


Motives are described as ‘‘the dynamic 
factors in work’’ and they are ‘‘appealed 
to or excited by external factors called 
‘incentives,’ which have the capacity to 
satisfy the motives and thereby stimulate 
a person to put forth effort in order to 
attain them.’’ ‘‘Men, like automobiles, 
have throttles in them. . . . The secret of 
making that energy available for worth- 
while ends is to reach the controlling 
force behind the throttle, the internal 
directive power.’” 


8A, G. Bills, The Psychology of Efficiency 
(1943), passim. 
9 Ibid. 
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Here enters the power of suggestion. 
‘*Suggestion’’ is described as ‘‘a form of 
ideomotor action in which a thought 
planted in the mind leads to belief and 
appropriate action because no contrary 
ideas arise to oppose it.’’ The effective- 
ness of suggestion depends on the method 
of presentation. Some people are usually 
receptive or positively suggestible, others 
resistant, but negatively suggestible. Say 
to one person, ‘‘ You are doing your work 
badly’’ and he will react adversely. Say 
the same thing to another, and he will do 
better, determined to show that you are 
wrong.?? 

It has been observed, too, that ‘‘the be- 
haviour of an individual is invariably 
logical in his own eyes.’’ Once blue-green 
lighting was installed in a factory to save 
eye-strain. The men’s output increased. 
Not only did the women’s production fall 
off, but there were absences, complaints 
and dissatisfaction. It appeared that the 
light made them look ‘‘simply ghastly,’’ 
which, of course, from management’s 
point of view, was quite illogical.” 

Motives, it appears, operate at two 
levels. Up to a point they have to do with 
basic needs, such as sustenance, and are 
spoken of as ‘‘genetic’’ or ‘‘sustaining.’’ 
Here the incentive of monetary gain is 
more important. Beyond that point 
motives have to do with the fulfilment of 
desires and are termed ‘‘dynamic’’ or 
‘‘energizing,’’ and they are more social 
than biological. With their basic needs 
provided for, men will be motivated more 
by non-financial incentives, such as the 
desire to be well thought of by others, or 
to gain self-respect by achieving goals. 

It is said that with most animals the 
greatest natural incentive, the urge to 
obtain food, fades with satiety. But the 
bee, the squirrel and man work on to make 
provision for the future. There is no evi- 
dence, however, of any motive in man to 
work for work’s sake, and man’s desire to 
reduce work has been unquestionably the 
main cause of the tremendous develop- 


10 Ibid. — 


11 Wallace H. Wulfeck, ‘‘Psychological Find- 


ings and Defence Production’’ in Personnel, Vol. 


17 (Nov., 1940), p. 96. 





ments in productive capacity during the 
civilized era.}? 


Another school tells us that the instinet 
hypothesis is inadequate, ‘‘a naive simpli- 
fication’’ and ‘‘in the final analysis in. 
stincts are nothing more than logical ab- 
stractions.’’ The industrial psychologist 
is exhorted to make ‘‘a broader experi- 
mental investigation of the sources of atti- 
tudes and activity in work.’ What is 
the employee’s response to changes in 
wage levels, inflation, the introduction of 
machinery, deductions from pay for tax, 
social benefits or savings, to profits, man- 
agement, sick leave, leisure time? Does ir- 
regular work make an irregular worker, 
e.g., on the water-front? In the answers 
to questions such as these lies the key to 
a beneficial application of incentives and 
a useful motivation of our labour force. 
The pattern so far is far from complete. 
There is no doubt, however, that the atti- 
tudes of the workers are at least as im- 
portant a factor in production as the 
physical conditions under which they 
work. 


A person’s state of mind is conditioned 
also, to a large extent, by the habits of 
thought of the various groups to which he 
belongs — church, sporting body, family 
and, of course, the industrial unit where 
he works. The individual ‘‘develops 
thousands of habitual ways of acting and 
thinking which are uniquely his own,” 
but ‘‘a collection of individuals becomes 
a social group by virtue of the fact that 
its members develop habits of action and 
thought which become the accepted prac- 
tices, the customs and the public opinion 
of the group.’”* So here the psychologist 
links up with the economist in finding 
much in human behaviour that is not the 
result of any logical or rational choice. 


For his part, the economist recognizes 
the impact of the social group and of 
psychological factors upon the actions of 
individuals and that questions such 4s 
‘“‘how far do people maximize money 
quantities,’ and the laws of supply and 


12 A. D. J. Forster as reported in The Chartered 
Accountant in Australia, June, 1947, at p. 736. 
13Morris S. Viteles, Industrial Psychology 
(1932) pp. 567-585. 
14 Douglas McGregor and Irving Knickerbocker, 
supra, at pp. 50-51. 
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demand, cannot be answered without tak- 
ing account of psychological factors. He 
concedes that alternate waves of optimism 
and pessimism may be important elements 
in the trade cycle.5 Hence, if govern- 
ments fail to place sufficient weight on 
psychological factors—as I fear ours very 
largely do—they do so at their peril and 
to the detriment of the nation. 

For us accountants, it is important to 
realize that the problems of government 
as well as of industry cannot be solved by 
any mechanical application of account- 
ancy or economic principles. Wherever a 
group of people is involved, whether in 
factory, industry or electorate, the aspect 
of human relations is important. And the 
key to the motivation of human beings 
towards desirable ends lies in the judi- 
cious use of incentives. 


(2) Incentives—Financial and 
Non-financial 


Motives, as we have seen, are the inter- 
nal dynamic or energizing force in 
people’s actions. To work efficiently, men 
and women must be properly motivated. 
Incentives are the external factors which 
excite the motives and stimulate action 
along the line of the motivating force. 
For our purposes, incentives are classi- 
fed broadly as ‘‘financial’’ or ‘‘non- 
financial.’” Money rewards have a wide 
appeal because they represent purchasing 
power which can be used to satisfy 
various motives. Money can be exchanged 
for physical possessions or given away so 
as to acquire merit according to the ideas 
of the Lama in ‘‘Kim.’’ Up to the point 
of providing for basic needs, one would 
expect financial incentives to be most 
effective. Beyond that point, surveys re- 
veal that workers are inclined to respond 
more to non-financial stimuli. 

J. D. Houser compiled a table of the 
relative importance of 28 factors to the 
non-selling employees of a large U.S. mer- 
chandising organization.1* Eleven factors 
ranked ahead of pay, No. 1 being the re- 
ceiving of help necessary to get the re- 


Kenneth F. Walker, ‘‘The Psychological 
Assumptions of Economies’’ in The Economic 
Record (June, 1946), p. 66. 

See Joseph Tiffin, Ph.D., Industrial Psy- 
chology, at p. 315. 


The Australian Accountant 


335 


sults expected by the management. R. B. 
Hersey made a survey of union and non- 
union employees,’7 and found that in 
neither group was the amount of pay con- 
sidered most important. First place went 
to ‘‘steady employment.’’ Australian 
Research Service took a poll to ascertain 
what employees want most from their 
jobs. Forty subjects were listed, and ‘‘ job 
security’’ was ranked first with 48.9% 
against 18.0% for ‘‘rate of pay,’’ which 
was placed second.® 


There is no doubt that financial incen- 
tive plans have an important role in pro- 
duction. This has been proved time and 
again. They fall into two main classes— 

(a) Wage incentives; 
(b) Profit-sharing. 

Wage incentives embrace piece-work 
and bonus systems and are applied where 
output can be increased. Their detailed 
application has been highly developed 
and one can buy text-books describing 
guaranteed employment plans, wage ad- 
vance plans, flexible wage plans; plans 
based on straight commission rate or on 
time plus commission rate, or on piece or 
multiple piece rate (Taylor, Merrick, and 
Gantt); plans based on a day-wage 
guarantee, supplemented by some form of 
profit-sharing (Halsey, Diemer, Baum, 
Bedeaux, Ficker, Sherman, Rowan and 
Barth); plans based on two variables, 
usually a ratio between a standard rate 
and a rate for acquired production (Emer- 
son, Wunnerland, Bigelow, Knoeppel and 
Parkhurst) .?® 


Wage incentive plans are most effective 
when payment is made at short intervals 
immediately following the workers’ 
achievements. The incentive is dimmed if 
the reward is delayed. As a negro once 
put it, ‘‘The Boss, he wants a muchness 
of his money, ’cause he can wait; but 
what Ah wants and what Ah gotta have 
is not a muchness of money but a quick- 
ness.’’ But plans cannot be implemented 
without regard to social and psychological 
factors. An experiment was conducted in 
a Chicago printing establishment. Hand 


17 Ibid., at p. 316. 
18See Walter Scott, 
. 655. 
19 Herbert Moore, Ph.D., Psychology for Busi- 
ness and Industry, at p. 251. 


Greater Production, at 
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compositors received a cash bonus for ex- 
tra production, and, after five months, out- 
put rose 67%. In another place, piece- 
work, resulting in additional pay for 
additional work, was applied to a group 
of young girl workers. Production fell by 
20%. The reason was found to be that 
they had to turn their pay envelopes over 
to their parents. When they were allowed 
to go home after completing a fixed quota, 
they were ready to leave at 2.30 p.m.”° 

Profit-sharing plans take many forms— 
a distribution of a share of net profits to 
employees; division of net profits after 
providing for dividends; payments to em- 
ployees dependent on dividends paid to 
shareholders, e.g., either a division be- 
tween employees of the same total amount 
or the same percentage applied to the 
annual earnings of each employee; con- 
tributions to employees’ benefit funds; 
dividends on workers’ shares; straight- 
out bonuses. 

Experience seems to show that profit- 
sharing is not a very successful form of 
incentive. The individual soon realizes he 
can exercise but little influence and ad- 
justs his pace to the general standard; the 
payment comes to mean no more than an 
annual bonus and no one works more than 
the absolute minimum; the complexities of 
the division are not intelligible to the 
average employee; the benefits are too long 
delayed and any link with the effort is lost ; 
profits may be swallowed up in other ven- 
tures with which the worker is not con- 
nected; a tendency develops to keep the 
ordinary wage low, with the result that in 
bad times the periodical increment dis- 
appears and the employee is worse off. All 
these, it is pertinent to note, are psycho- 
logical explanations. 

An American survey made in 1937 by the 
National Industrial Conference Board 
showed that of 161 companies which had 
installed profit-sharing schemes, 96 had 
discontinued them. Experience seems to 
show that profit-sharing is most effective 
when limited to executives and depart- 
mental heads who— (i) understand the 
workings, and (ii) are in a position to 





20 A. G. 


sills, supra. 
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exercise an appreciable influence upon the 
profits in which they share. The financial 
incentive has been described as ‘‘only a 
preliminary step in tapping the resources 
of the worker.’’ The next step involves 
finding answers to the questions—what can 
his job give to the worker by way of mental 
satisfaction and a fuller life? what are his 
horizons? how can he be helped towards 
them? and, possibly, how can they be ex- 
tended to yield him greater inward satis- 
faction ? 

One often hears it said that workers will 
not put forward a better effort until they 
are motivated by the incentive of fear — 
fear of losing their jobs. Certainly our 
recent experiences of over-full employment 
justify such thoughts. But that is a retro- 
gressive approach which any idealist must 
reject. It is largely because of the fear of 
such fears that go-slow tactics are used. 
Said one worker in a letter to the J.P.A. 
Review: ‘‘ For God’s sake do not waste any 
more good ink and paper writing about 
Incentives, Profit-sharing, Amenities, Co- 
operation, Price Control, Inflation and 
Deflation. These subjects are only baits 
and scares for ignorant workers. . . . In 
1929 our wholesale and retail warehouses 
were stacked mountains high, but there 
was not enough purchasing power to dis- 
pose of the goods, so we who produced 
those goods were told to ‘GO.’ Result: 
for years we walked the streets, our toes 
peeping, our stomachs empty... . We find 
the only way we can avoid a repetition of 
that misery is to keep goods in short sup- 
ply so you cannot afford to say ‘GO.’ 

Do you wonder why we strike? Why we 
are tempted by Socialism? Ninety-eight 
per cent of us dread Stalinist dictatorship, 
but under Communism that little devil 
‘GO’ would not be always just lurking 
round the corner. Give us economic 
security and again we will fill the barns to 
overflowing, but we refuse to go hungry 
because we have produced too much 
bread.’’*! Maybe the last promise is for- 
gotten when times are good and security 
seems assured. Yet only this year thou- 
sands of employees have lost their jobs and 
the gaunt arms of depression are again 
outstretched in many countries. Such 4 

21 Reprinted in Greater Production, by Walter 

Scott as Appendix 6. 
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letter, therefore, cannot be lightly set 
aside, and it certainly provides an explana- 
tion of many actions of recent years for 
which the workers and their unions have 
been condemned. 

Evidently, then, non-financial incentives, 
like financial, are of two classes. Up to a 
point security counts for most. Once fear 
has been removed, the way is open for all 
those other incéntives of which the text 
books are full. They include :— 

Opportunity for self-expression and 
creative ability; for pride of work- 
manship ; 

Delegation of authority ; 

Judicious praise; 

Rivalry or competition (this can be be- 
tween individuals, between groups or 
by an individual with his own previous 
record) ; 

Promotion ; 

Training ; 

Recognition ; 

Planning of work and setting of targets; 

Provision of proper equipment ; 

Amenities. 

Research indicates that praise judiciously 
administered is far superior to censure in 
promoting greater productivity, and that 
it is most effective with the poorer per- 
formers; also that inter-group competition 
tends to lower the level of performance of 
the superior workers and raise that of the 
inferior. In tests with eleven-year-old chil- 
dren the best results were obtained from a 
combination of rewards, rivalry and 
praise.? 

The use of incentives is not a substitute 
for good management. The heaviest bur- 
den rests on management and there is 
evidence here, as in America, that mana- 
gerial ability and leadership will rise to 
the challenge of the difficult days ahead 
and provide opportunities for high stan- 
dards of living within the framework of 
freedom. 

There can be little doubt that the atti- 
tudes of the workers are as important in 
maintaining production levels as hours of 
work and fatigue; and that ‘‘ where human 
relations are involved there is perhaps no 
more fundamental generalization than 


22 A. G. Bills, supra. 
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this: ‘It isn’t what you do that matters, 
but how you do it’.’’ If the worker can be 
induced to take as his goal not ‘‘a fair 
day’s work for a fair day’s pay’’ but ‘‘the 
joy of intelligent service,’’ then, and then 
alone, will he find self-expression and satis- 
faction in his work. With this will come 
the elimination of ‘‘hatred or bitterness 
toward anyone,’’ which in the words of 
Edith Cavell, are more than patriotism. 


Through their close and constant con- 
tact with management, accountants are in 
a position to give the greatest possible sup- 
port, if only they are adequately equipped. 
Theirs is the opportunity to study a busi- 
ness with detachment, for oftentimes those 
most closely connected with it find their 
view of the wood obstructed by the trees. 
Accountants, if they will, can bring to 
bear an independence of outlook and a 
breadth of experience gained through prac- 
tice and reading as a complement to mana- 
gerial planning. To be effective, they can- 
not afford to be without a knowledge of 
industrial psychology and the uses and 
shortcomings of incentive plans. 


(3) Taxation 


Most accountants spend a large part of 
their time on work relating to taxation and 
numbers of them are concerned with ad- 
vising government or making representa- 
tions to it with regard to the amendment 
of tax laws. We are, therefore, fairly well 
acquainted with the detailed operation of 
various taxes. How ntany of us ever take 
time to reflect upon our system of taxation 
as a whole? 

Where does the money go? What do we 
get for it? How is the burden spread be- 
tween contributors? What proportion of 
the national income is being exacted? 
What is the function of taxation? Should 
taxes be increased during times of money 
inflation and reduced in periods of depres- 
sion or vice versa, or should they merely be 
adjusted according to budgetary require- 
ments? How many taxes are imposed? Is 
the total levy wisely allocated between 
them or should there be a revision? Is 
there a proper sharing of tax revenues 
between Commonwealth and_ States? 
Should there be more forms of taxes, or 
less? What are the effects of present taxes 
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upon the willingness of the people to work 
and to produce? One could write a text 
book on any one of these questions. On this 
occasion I shall deal only with the last. 

The press has recently been deluged with 
suggestions that the weight of income tax 
is proving a serious barrier to increased 
production, even to the point where the 
then Premier of New South Wales, Mr. 
McGirr, urged complete exemption for 
wheat growers and dairy farmers for three 
years. Others have suggested that farmers 
who increase their production of basic 
foodstuffs should not be taxed on the ad- 
ditional income resulting to them, and 
that even more deductions than at present 
should be allowed to primary producers for 
capital expenditure. On the employment 
side it has been contended that there would 
be a greater willingness to work longer 
hours if overtime earnings were not taxed 
and that exemption of primary industries 
from pay-roll tax whilst imposing a heavy 
rate upon other industries would lead to 
higher wages for rural workers, with a 
resulting movement of labour to the 
country. 

Exemption from income tax has evident- 
ly been found by successive Commonwealth 
Governments to be a potent incentive to 
production, for it has been repeatedly ap- 
plied, especially in relation to gold and to 
metals and minerals required for war pur- 
poses. The burden of taxation in most 
countries today has increased to an extent 
which would have béen thought intolerable 
two centuries ago. In 1874 the income tax 
in England was levied at 2d. in the £ 
merely to keep the taxation machinery in 
existence. It now reaches a maximum rate 
of 19/6 in the £. Shades of George III! 
Only 153 years ago when an income tax of 
10% was under consideration, a diarist 
wrote, ‘‘it is now actually proposed to 
place a TAX ON INCOMES! ...Itisa 
vile, Jacobin, jumped-up-jack-in-office piece 
of impertinence—is a true Briton to have 
no privacy? Are the fruits of his labour 
and toil to be picked over, farthing by 
farthing, by the pimply minions of 
Bureaucracy ?’’23 


23 From the Diary of John Knyveton, M.D., in 
Man Midwife, edited by Ernest Gray. 
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Britain must export to live. Therefore, 
she keeps on working and producing de- 
spite the crippling burden of taxation her 
people are compelled to bear. To allow 
him £5,000 clear a person must earn some 
£67,000 in England today. Two motor car 
magnates received £100,000 as considera- 
tion for undertaking not to enter into com- 
petition with their companies. Though tax 
free when paid, the tax law was retro- 
spectively amended to catch these amounts. 
If other income had amounted to £15,000 
the net gain to each would have been in the 
vicinity of £2,500. Ever since World 
War I, Britain has seen a personal income 
tax reaching 50% or more. 


Small wonder that an American writes: 
‘We can see a case of sterilization of the 
economy by taxation at an advanced stage 
in Britain, where it has been practised for a 
quarter of a century longer than here. So 
long as there were big accumulations from a 
rich past to be broken down, Britain could 
prosper by devouring her own substance. 
But she emerges from the war, not only with 
her hump of fat a mere memory, but with 
her competitive position hopelessly pre- 
judiced by a generation of retarded indus- 
trial development.’’2* 


Australia, too, has seen a phenomenal 
increase in the weight of taxation over the 
past decade. In 1940-41, before uniform 
income tax was introduced, the total of 
Commonwealth and State taxation collec- 
tions was £181,687,698. For 1951-52 the 
Commonwealth alone budgeted for a tax 
revenue of £957,300,000. The burden of 
Federal and State taxation per head of 
population in 1938-39, before World 
War II was £17/19/5. By 1949-50 it had 
grown to £69/13/1. Commonwealth in- 
come tax reached a maximum rate of 18/6 
in 1943-45; it still reaches 16/6. 


Commonwealth income tax, with social 
services contribution, represents 58.7% of 
the budgeted tax revenue for 1951-52. 
Being a direct tax or a tax which does 
not enter openly into price, it is likely to 
have a greater effect upon people’s atti- 
tudes towards production than customs 
duty, excise, sales tax, pay-roll tax and 


24 Walter Dorwin Tea e, “<The Land of 
Plenty,’’ cited in Jules Abels’ The Welfare State 
(1951), p. 202. 


(Continued on page 339) 





October, 1952 


The Accountant in the Community—continued 
entertainment tax which, in general, are 
passed on by the original payer and only 
fall indirectly upon consumers. 

So far as the Australian worker is con- 
cerned the pay-as-you-earn system of tax 
deduction at the source has fastened his 
attention upon his ‘‘take-home’’ money. 
Income tax is not received and is not there- 
fore missed like the income which a non- 
wage-earner receives and is liable to pay 
out again and which he has often spent 
when the time for tax payment comes. 
There might be an exception, but probably 
only for a short period, when an increase 
in the rate of tax deduction leaves less cash 
in the pay envelope. 

I am inclined to doubt reports that over- 
time is refused because of tax considera- 
tions or that tax is the stumbling block in 
many financial incentive plans. 


Here in Australia we have been in quite 
a different position to England. We grow 
most of what we eat and Nature’s bounty 
has done more than anything else to pro- 
vide us with the bulk of our exports. So 
we have basked in the sun and idled the 
happy hours away. We haven’t had the 
dread incentive of hunger like the British 
to make us work —at least not yet. We 
mostly work a 35-hour week (though a 
nominal 40) and it takes about four times 
as long for an Australian to earn a motor 
ear as it does an American. Yet we want the 
motor car and try to get it by demands for 
higher wages, not by working harder and 
improving our productivity. Mixed up with 
our easy-going temperament is the psycho- 
logical attitude that if we work too hard we 
will work ourselves out of a job and bang 
goes our security! 

Many prejudices have survived from the 
Welsh coal mines, the depression years and 
the days of the Tolpuddle Martyrs. Many 
more have been fostered by followers of 
Karl Marx. All these have had a bearing on 
the attitudes of workers. It would be fatu- 
ous, therefore, to lay too much stress on the 
Incentive effects of income tax upon their 
efforts. 

Nevertheless, there are some aspects of 
our tax system which, I would say from 
experience, produce mental reactions re- 
sulting in resentment against the Govern- 
ment and a feeling of frustration as re- 
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gards further striving. They are decentive. 
I refer to:— 


(i) THe Faiiure to ApJust INcomE Tax 
BRACKETS TO TAKE ACCOUNT OF 
CURRENCY INFLATION. 


Under quarterly basic wage variations 
an employee earning £15 per week may 
find his wages increased by, say, £1, to 
allow for increases in the cost of living. 
He then moves into a higher tax bracket 
and his tax deduction becomes £2/1/- in- 
stead of £1/16/6. So, if he needed £1 to 
keep up with rising prices he finds himself 
4/6 behind. 


The same effect is apparent over the 
ranges of taxable income generally. An 
income of £1,000 from personal exertion in 
1950-51 bore a tax of £135 or 13.5%. In 
the following year the taxpayer would re- 
quire to earn £1,243 to retain the same 
purchasing power (taking the Common- 
wealth ‘‘C’’ Series Retail Price Index — 
Average for six capital cities—for Decem- 
ber, 1950, and December, 1951, as a 
measure of the decline). Had income tax 
rates remained unchanged for the current 
year, the Treasurer would have collected 
£201/5/- or 16.2%. Actually rates have 
been increased by 10%, making the tax 
£221/7/-, which is 17.8% on £1243. Thus, 
the tax on an income representing constant 
purchasing power has been increased from 
13.5% to 17.8%, which is an upward move- 
ment of 31.9%—not merely 10%. This 
suggests that, before any consideration 
is given to variations in rates of tax 
in a period of decreasing values of 
money, the brackets into which taxable 
income is divided should be moved 
out to the right so as to include the same 
range of purchasing power as before. If in 
year X a rate of 60d. was reached at £1,000 
and if £1,000 were equivalent to £1,500 in 
Year Y, then 60d. in the £ on £1,500 would 
eause a transfer of the same amount of 
spending power to the Government in Year 
Y as in Year X. But, if under the same 
scale as in Year X, £1,500 falls within the 
bracket taxed at 80d. the tax burden has 
been increased by 334%. Should the Gov- 
ernment at the same time raise the rate of 
tax on £1,500 to 96d. the real increase is 
not (96—80)d.= 20%, but (96—60)d.= 
60%. This shows how a progressive tax 
scale multiplies the burden in a concealed 
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form during a period when the value of 
money is deteriorating—and this has been 
the general trend over centuries. 


(ii) DirricuLtiEs oF MAINTAINING PLANT 
AND Stock DuRING PERIODS OF 
DEPRECIATING CURRENCY. 

The foregoing indicates that chanving 
money values cannot be disregarded in 
considering the incidence of taxation. That 
is why there has been such strong agitation 
both here and overseas in favour of re- 
valorization — expressing asset values in 
terms of current money and then writing 
off depreciation on the higher value. The 
argument is a strong one and it has already 
been accepted for income tax purposes to 
an extent by some continental countries, 
e.g., France and Belgium. A public com- 
pany purchases a unit of plant at a cost of 
say, £10,000 on 1 July 1944 and deprecia- 
tion is allowed for income tax purposes at 
10% p.a. By 30 June 1954 the whole cost 
will be amortised and a sum of £10,000 will 
have been retained in the business which 
should be available to provide for replace- 
ment. 

However, the requisite new unit costs 
£25,000. An additional £15,000 must be 
found. This sum may be obtained—(a) by 
raising new capital, (b) by borrowing, or 
(ec) by drawing upon resources represent- 
ing accumulated profits or savings. Alter- 
natives (a) and (b) may be found impos- 
sible if the Government imposes restrictions 
as a means of combating inflation. This 
leaves (¢). 

For the financial years 1951-52 a public 
ecmpany is required to pay 9/- plus an ad- 
vance payment of 10%, making 118.8d. in 
the £. So to provide £15,000 the company 
must earn £29,703 before income tax, in 
addition to what is required for dividends 
and necessary provisions. If it cannot do 
this, efficiency must suffer, and if too much 
is taken away in income tax year by year 
there will be a gradual but very definite 
erosion of capital leading ultimately to 
financial embarrassment and perhaps the 
discontinuance of the business unit. 

The problem of financing the replace- 
ment of plant and trading stock during 
periods of falling money values has been 
examined and debated all over the world 
of recent years—see particularly the report 
of the Millard Tucker Committee on the 
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Taxation of Trading Profits in England, a 
pamphlet entitled ‘‘Profits Taxes and De- 
preciation of Money,’’ issued by the Com- 
mission on Taxation of the International 
Chamber of Commerce; a U.S. work, ‘‘ An 
Inquiry into the Nature of Business In- 
come under Present Price Levels,’’ by 
Arthur H. Dean; and a booklet entitled 
‘*Capital Erosion and the Income Tax 
Assessment Act,’’ issued in Australia by the 
Colonial Sugar Refining Co. Ltd. Solutions 
such as revalorization of assets and the use 
of the L.I.F.0. basis of stock valuation have 
been approved by some authorities and 
strenuously rejected by others, but one 
thing is clear: the whole problem would 
melt away if income tax rates were low 
enough to permit of savings of sufficient 
magnitude to finance the continuance of a 
business unit by allowing it to replace its 
plant and stocks without having to borrow 
money or raise further capital. I speak 
here of survival, not expansion: the latter 
might normally be expected to require 
further finance from an external source. 


(iii) Provistonau Tax. 


A factor of special psychological import- 
ance is the provisional tax. The following 
are actual examples of assessments which 
have been issued :— 


1 2 
Taxable Total 
Income Amt. Payable 


£ £ s. 4. 
18,372 19,514 7 
2: 24,059 31,979 19 
3: 14,314 15,142 17 
4: 58,667 72,486 5 
5: 29,714 85,157 1 


Per- 
centage 
of 2tol 


106.2% 
132.9% 
105.8% 
123.6% 
118.3% 


Case No. 1: 
9. 


Assessments such as these lead people to 
say they have had to pay more than 20/- 
in the £, and against all explanations they 
mostly feel that they have been unfairly 
treated. Many have expressed their inten- 
tion to eut down production, retire from 
business, reduce their flocks or herds, or 
to ‘‘get even’’ by not disclosing all their 
income in future. To what extent these 
threats are carried out, I cannot say, but 
I am convinced that it would be to the 
advantage of the revenue if the provisional 
tax system were adjusted so that— 

(1) the total amount payable does not 

exceed the taxable income shown on 
the assessment notice ; 
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(2) provisional tax were not required 

to be paid in excess of the estimated 
taxable income for the year to which 
it relates ; 

the most sympathetic consideration 
were given to applications for exten- 
sions of time for payment of pro- 
visional tax in all cases, but espe- 
cially when the whole of the income 
for the year has not been earned or 
received by the date when the pro- 
visional tax is due for payment. 

(iv) Income Tax Rates in Excess 
oF 50%. 

When tax rates average more than 10/- 
in the £ the psychological effect is bad 
and decentive. The emphasis shifts from 
“how much do I pay?’’ to “‘how much do 
I have left?’’ The Government is then 
constrained to allow all kinds of conces- 
sional deductions to ensure that the residue 
of income after tax is sufficient to cover 
necessary commitments for all kinds of 
private and social obligations — mainten- 
ance of dependants, medical, dental, hospital 
and funeral expenses, life assurance, cost 


of education, charitable gifts, special de- 
preciation allowances and retention allow- 


ances (for private companies). All these 
add tremendously to the complexities of 
the income tax laws. Most of them could 
be reduced or eliminated if income tax 
rates were kept at a maximum average of 
50%, with the rates on lower incomes sealed 
down correspondingly. An average of 50% 
does not mean that a higher rate would not 
be imposed on the larger incomes. Far 
from it. The tax on £5,000 P.E. at 1951 
rates is £2,088. You could put a tax on 
the next £5,000 of £2,912, equivalent to 
11/8 in the £ without exceeding the 10/- 
average. If the average rate on the first 
£5,000 were reduced to 5/- in the £ the next 
£5,000 could be taxed at 15/- without ex- 
ceeding the 50% limit. These are not sug- 
gested rates, but they illustrate the point. 

The ideal of a 50% limit is stressed by 
Lewis H. Kimmel in a recent publication, 
Taxes and Economic Incentives: ‘‘When 
more than half of one’s income is taken by 
income taxes, we believe that incentives to 
work and invest may be seriously affected’’ 
(pp. 123-4). It is not suggested that per- 
sonal income tax rates should be cut back 
to the 50% average level immediately, but 
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if Treasurers could engrave 50% on their 
hearts as the optimum limit, they might at 
least be more chary about increases. There 
is an old adage about ‘‘small profits and 
quick returns’’ which I often think might 
be applied by Governments to their profit 
wherever the collection of revenue is con- 
cerned. The same writer considers that 
‘*There is no rational ground on which a 
corporate income tax rate as high as 38% 
can be justified in time of peace’’ (p. 109) 
and that ‘‘a goal of something like 10% for 
the corporate income tax proper should be 
an objective for the future’’ (p.198). An 
editorial in The Journal of Accountancy 
for September, 1951, poses the question 
whether taxes may exceed 50% if corpora- 
tions are to continue to expand. 

Personally, I feel that the choice here 
lies between (a) cutting back the public 
company rate to 374-40% and (b) main- 
taining a 50% maximum, but granting 
special allowances to permit such reserves 
to be accumulated as may be necessary to 
ensure the continuance of the unit without 
capital erosion through inflation. 

There is a special case for the small 
public company with a net profit round 
£5,000, and which has just suffered an in- 
crease in rate from 5/- to 9/- or 80%. Here 
the decentive effect is so great that some 
will liquidate if they cannot find a means 
of reducing their tax burden. 

It should not be overlooked that the 
higher tax rates become the more widely is 
evasion practised. Last year the Commis- 
sioner of Taxation reported: ‘‘It is regret- 
tably true that evasion of tax has become 
more prevalent in the last few years’’ 
(Thirtieth Report, p. 4). Those are the 
years when tax rates have been at record 
levels. Hence when increased taxes are 
under consideration, it should always be 
remembered that some deduction should be 
made from the estimated yield for in- 
creased evasion—not to mention legal 
avoidance. 


(v) THe DovusLe TaxaTION oF CoMPANY 
AND SHAREHOLDERS. 

A hoary chestnut is the double taxation 
of a company and its shareholders—a clear 
case of equity being ousted by expediency. 
It is inconsistent, to say the least, to be 
constantly adjusting the method of taxing 
private companies to equate their burden 
to that of a partnership with dividends 
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distributable tax-free out of taxed profits, 
and yet to deny shareholders in a public 
company any credit for the taxes paid on 
the company’s profits. The English sys- 
tem, whereby tax is paid by the company 
and recouped from dividends paid to the 
shareholders who in turn obtain a credit, 
has often been advocated in Australia, and 
the principle may yet be adopted. How- 
ever, this can hardly be said to cause any 
serious psychological reaction—partly, no 
doubt, because investors depress their price 
and increase their yield accordingly. 


A study of the texts shows that these 
psychological effects of income taxation are 
recognized :— 

1. Higher taxes tend to reduce work- 
ing hours rather than to increase 
them*> and may result in a person’s 
earlier retirement or unwillingness 
to accept promotion.*® The decen- 
tive effect is especially important in 
the creative arts and professions.?7 

2. Excess profits taxes and limitations 
on profits have a sharply deterrent 
effect upon production and expan- 
sion.?® 

3. High taxes induce larger expendi- 
ture upon deductible outgoings, e.g., 
staff bonuses, advertising, repairs.*® 

4. Heavy taxes tend to dry up the 
sources of venture capital upon 
which the opening up of new enter- 
prises depends. The thought has 
been expressed that ‘‘ Television may 
be the first technological miracle to 
have its business future blighted by 
the dead hand of the welfare 
state.’’®° Similarly, the expansion of 
existing industries is retarded if 
there is too great a drain on liquid 
funds, and if the incidence of the 
tax provides too great a deterrent 
from the point of view of business 
psychology. Lewis H. Kimmel con- 
siders, after surveying the results of 


25‘*People in Production,’’ a report by Mass 
Observation, p. 197. 

26 Lewis H. Kimmel, Tazes and Economic Incen- 
tives (1950), p. 101. 

27 Ibid., p. 102. 

28‘‘People in Production,’’ a report by Mass 
Observation, p. 230. 

29 Jules Abels, The Welfare State, p. 40. 
30 Ibid., p. 115. 


The Australian Accountant 











October, 1952 


a questionnaire sent to 1,000 manu- 
facturing corporations, that it would 
be extremely difficult to  over- 
emphasize the significance of the 
corporate income tax in relation to 
expansion.*! 

5. The deductibility of interest on 
loans makes loan financing more 
attractive than equity.*? 

6. Excessive taxation is inflationary in 
effect, for it weakens resistance to 
increases in wages and other out- 
goings on the part of the entre- 
preneur and to price control on the 
part of government administration, 
for higher incomes mean higher tax 
yields. Hence the value of money 
decreases.** There is, in fact, a ten- 
dency for all taxes falling upon a 
business, income tax included, to be 
reflected in prices, for the entre- 
preneur seeks to obtain a net yield 
upon his investment after allowing 
for all taxation. 


7. A high rate of tax on _ business 
income is especially depressing to 
the management group, for it dis- 
courages steps to improve profits 
through efficiency.** 


The Commonwealth collects its revenue 
by diverse taxes. Apart from income tax, 
the chief contributors are sales tax and 
customs and excise duties. With income 
tax they represent over 90% of the 1951-52 
budget. Then come estate duty, pay-roll 
tax, land tax, entertainment tax and gift 
duty. The psychological effects of this last 
group are not pronounced, except that 
there are loud squeals where the shoe 
pinches. Land tax is levied at progressive 
rates on unimproved values. Here is a 
pressing instance of the need for widening 
out the rates brackets to take account of 
increased values due to inflation now that 
land values have suddenly jumped from 
the 1939 pegged limits to current market 
values. 


~ 81 Lewis H. Kimmel, Taxes and Economic In- 
centives (1950), p. 34. 

32 Jules Abels, The Welfare State, p. 124. 

83 Colin Clark, ‘‘Public Finance and Change in 
the Value of Money,’’ The Economic Journal, 
Dec., 1945, at p. 373. 

84 Lewis H. Kimmel, Taxes and Economic Incen- 
tives (1950), p. 109. 
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The Accountant in the Community—continued 

Entertainments tax and land tax both 
fall heavily upon sporting bodies, and if 
these activities are curtailed, workers may 
enjoy less recreation and entertainment, 
and this could be reflected back in dis- 
content and reduced output. 

Estate duty imposes much mental distress 
upon widows who are subjected to endless 
quizzing and form-filling in connection 
with property which has been treated as 
common property of husband and wife. 
This causes an unco-operative and re- 
sistant attitude. Qne wonders whether this 
is not a case when the two should be re- 
garded as one and collection of death duty 
deferred until the passing of the survivor. 

Sales tax has reached proportions never 
dreamed of when it was introduced in 1930 
at 23% and was hoped to be a temporary 
expedient to boost falling revenues. It now 
touches 663% and has become one of the 
major instruments for causing economic 
adjustments desired by the Government. 
But it usually finds its way into prices and 
so is passed on in hidden form to John 
Citizen, who accepts it as part of the 
general spiral of prices which he bemoans 
but usually does nothing about. It is in- 
teresting to note that the sales taxes levied 
by the American States did not exceed 3% 
up to 1950. At that level they were not 
considered to have any appreciable effect 
upon production. 

Pay-roll tax was brought in to finance 
child endowment. It was to be part of the 
National Health and Pensions Scheme in- 
troduced into Parliament in 1938, and 
dropped like a hot potato when the ground 
work had all been done. The failure to 
proceed has been a national calamity caus- 
ing immeasurably heavier demands upon 
consolidated revenue for social services. 
The people must have social benefits but if 
these are handed out ostensibly free by a 
paternal government the psychological im- 
plications are serious. Claims are pressed 
for ever-increasing largesse, with resultant 
loss of independence to the individual and 
of the incentive to work and save. Poli- 
ticians for their part promise increased 
benefits to those who will support them. 
The result is more taxation, more inflation 
and finally collapse, unless the spiral is 
checked. There are two old sayings which 
still hold true. One is ‘‘God helps those 
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who help themselves’’; the other, ‘‘Never 
venture, never win.’’ As an American 
writer said: ‘‘A passion for personal 
security is an opiate, which tends to 
destroy the virile characteristics which 
have made us great.’’® 

So welfare state polices are a two-edged 
sword. In bestowing freedom from want 
and fear, they may make us selfish and 
lazy. They should therefore be applied in 
moderation, remembering that for all gov- 
ernment handouts the taxpayer has to foot 
the bill, and it probably costs more than if 
he made a contribution and had more say 
in the spending. 

American plans for financing social 
security benefits drawn up in 1949 con- 
templated a total outlay of 15% upon 
payrolls. A pay-roll tax of 5% would be 
levied on employers, a charge of 5% upon 
earnings would be paid by employees up to 
a certain limit, and the remaining 5% 
would come out of consolidated revenue. 

In considering the incidence and effects 
of taxation, one must not only have regard 
to individual taxes, but to the system as a 
whole. For instance, the progressive effect 
of income tax is offset to some extent by the 
sales tax, which is regressive, whilst the 
greater the number of taxes in force, the 
less noticeable might be the reactions to 
any one. 

The fact remains, nevertheless, that gov- 
ernment has for too long utterly neglected 
psychological factors in handling tax- 
payers. The result has been loss of good- 
will and co-operation. Taxpayers will 
make sacrifices in war-time or time of 
national emergency. When they think they 
are being taxed to an unnecessary degree, 
or think public moneys are being wasted, 
they will become tax-resistant and will 
justify to their own consciences all kinds 
of legal avoidance and illegal evasion. 

Wise would be the government which 
added a trained industrial psychologist to 
its Treasury staff and paid special atten- 
tion to the mental reactions of the tax- 
paying public. The salary of such a man 
would be paid for many times in extra 
taxes collected and costs of recovery saved. 
In his latest report, the thirtieth, the Com- 
missioner of Taxation states that ‘‘The 


35 Dr. Vannevar Bush, quoted in Jules Abels’ 
The Welfare State at p. 214. 





344 


The Accountant in the Community—continued 
worst feature of evasion is the amount of 
effort which has perforce to be devoted to 
its detection and correction’’ (p. 4). 

The public must be informed of the 
broad outline of fiscal policy, both short- 
term and long-range, and they must be 
induced to believe it is to their advantage 
and to the benefit of the nation if their 
co-operation is to be forthcoming. Espe- 
cially is this true in industry where the 
profit motive operates. The further effort 
required to achieve higher production and 
greater efficiency will not be made unless 
there is a margin of profit, after tax, which 
is considered adequate. 

Consequently, there should be close liai- 
son between the Government and indus- 
try, especially management, maintained 


through carefully chosen representatives 
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on both sides. How often is it said, ‘‘The 
Government just doesn’t know what is 
going on.’’ It is astounding what most 
people will do when their advice and as- 
sistance is sought, and how mule-like they 
will become when they consider they are 
being pushed around. That is elementary 
psychology. But political leaders can’t tell 
the people one day that taxes have been 
increased to drain off their spending power 
as a counter to inflation, and the next day 
that taxes are to be increased again because 
the Government has run out of its spend- 
ing power through <eflation—at least not 
without losing a lot ‘of votes. Sudden 
changes in policy are unsettling and cause 
people to lose confidence in Government’s 
leadership. People need to feel they are 
moving steadily forward to a pre-deter- 
mined goal—one which they want to reach. 


4. ACCOUNTANTS AND THE PROFIT MOTIVE 


We accountants are largely concerned 
with profits—or lack of them. Profit- 
earning capacity is to us the measure of 
efficiency, the justification for the existence 
of a business and the chief criterion by 
which valuations are made. All our ac- 
counting leads up to the profit or loss for 
a period. Consequently, we are in danger 
of losing our sense of perspective about 
profits. 

The Archbishop of Canterbury, in a 
speech made at the Albert Hall in 1942, 
said : ‘‘The profit motive is not simply evil; 
it can have its own right place: but that is 
not the first place, and the harm of the 
predominance of the profit motive is not 
merely that it is an expression of selfish- 
ness, whether the form it takes is concerned 
with dividends or with wages, but that to 
put this first may lead to an ordering of 
economic life which is, in fact, damaging 
to the general interest.’’ 

On this, the Accountant in an editorial 
(3 October 1942) commented as follows: 

‘*.. , the question whether the profit 
motive shall be the dominant force in 
industry is exercising the minds of a 
great number of people, and is indeed 
the fundamental question to be de- 
cided in considering the kind of world 
that we want to rebuild after the war. 
Let us say at once that wholesale con- 
demnation of the desire for profit as 


utterly ignoble and worthless strikes 
a false and unconvincing note, because 
it ignores a deep-rooted human in- 
stinct which can be used for the 
highest as well as the lowest human 
ends.’’ 

Let me concede then at once the import- 
ance of the profit motive as an incentive to- 
wards greater production in industry and 
greater achievement by individuals. It 
operates to produce decisions automatic- 
ally at every level from top management 
down. In a capitalistic society the earning 
of profit is the condition of survival of the 
industrial unit. If losses are consistently 
sustained the invested capital is consumed 
and the enterprise goes out of existence. 
The relative prospects of profit in various 
fields largely determine where investors 
will venture their capital, and higher re- 
turns are expected where the risk is 
greater. It is this prospect of larger re- 
wards for venture capital that has caused 
ecmmercial production of so many inven- 
tions by which our living standards have 
been improved from refrigerators, radios, 
aeroplanes and television down to the com- 
mon pin. Therefore, let us not decry 
profits nor the profit motive. 

There is no doubt, however, that the 
profit motive can operate to the disadvan- 
tage of society. As Basil Smallpiece 
pointed out in The Accountant (3 October 
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The Accountant in the Community—continued 
1942, at p. 203), ‘‘it often pays industry 
to restrict output, producing less than the 
community needs in order to keep prices 
up; to stimulate a fresh and artificial 
demand rather than to show initiative in 
meeting a real need; to buy up inventions 
to suppress them; to take out blocking 
patents to prevent others from trying out 
new and improved methods; to employ, 
say, 85% of the labour force full time 
rather than everybody for a proportion- 
ately shorter time.’’ 

This leads on to the broader question of 
social gains and losses. When people be- 
come unemployed the cost of feeding, cloth- 
ing and housing them is thrown on to the 
public revenues. This is often reflected in 
higher taxes and other outgoings which fall 
proportionately upon the erstwhile em- 
ployer. The wages saved are not a net gain, 
for this expenditure must be offset. Con- 
versely, the cost of employing an unem- 
ployed person and training him is not 
wholly lost, for it reduces the burden upon 
the publie. 

There are also ethical and moral 
sides to the problem. Do we tend to let 
money values obscure our views of what 
is right or wrong? Does the automatic 
criterion of whether a certain course of 
action pays cause us to become mentally 
lazy and socially irresponsible? Has the 
desire for profit caused us to lose that 
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pride in craftsmanship which characterized 
the guild system in England a couple of 
centuries ago? Does our self-interest lead 
on to selfishness and destroy our ideals? 
These are questions which we must all face 
up to for ourselves if we are to play our 
part in building a better world. Anti-trust 
laws, wages awards, price control are at- 
tempts to meet the problem from without: 
it ean never be truly solved until the solu- 
tion comes from within each of us indi- 
vidually. 

Whilst doing our utmost to develop new 
techniques of measurement and analysis, 
let us remember, like Mr. Smallpiece, that 
many things which are socially desirable 
cannot be measured in terms of money. We 
who are concerned with figures should 
realize their essential limitations and again 
like Mr. Smallpiece, ‘‘remember what we 
so often forget, that our accountancy and 
economic techniques are no more than tools 
to be used with discrimination, not masters 
to be followed with slavish obedience.’’ 

One thing that is abundantly clear is 
that accountancy has a job to do in every 
kind of society — in Britain’s nationalized 
industries as much as in communist Russia 
—and it will persist whether the people 
are inspired by a profit motive or no. The 
future of our profession is assured, how- 
ever society is organized, and therefore its 
opportunities and responsibilities will also 
go on. 


5. THE ACCOUNTANT’S HORIZONS 


Accountancy today stands on the thres- 
hold of a new era. Till now, accountants 
have improved their techniques and skills 
like good tradesmen. Their courses of in- 
struction and their examinations have been 


contained in a narrow orbit. Now their 
horizons are extending and the trend is 
developing towards university training, 
embracing courses in subjects such as 
philosophy, psychology, history and 
economics. 

The purpose of this lecture has been to 
emphasize the need for a knowledge of the 
social sciences to enable the accountant to 
play his part more effectively in the com- 
munity, to emphasize that that part is a 
leading part if it is played to the full, and 
that in the gallery are not only represen- 
tatives of industry, but also of government. 


The world about us is changing rapidly and 
we have it in our power to exert a far- 
reaching influence to make it a better 
world. 

An eminent physician once said: 
**Seience has developed our knowledge of 
almost everything except how to live to- 
gether in peace and amity.’’ Elton Mayo 
reminds us that ‘‘if our social skills had 
advanced step by step with our technical 
skills, there would not have been another 
European war.’ 

Someone has got to start off applying 
those social skills in a practical way or else 
human relations will keep on deteriorating. 
Why not the accountant? 


86 Prof. Elton Mayo, The Social Problems of an 
Industrial Civilisation (1945), p. 23. 





The Australian Accountant 


October, 1952 


SOME EARLY AUSTRALIAN 
ACCOUNTING RECORDS 


by 


Louis GOLDBERG 


(Note: The original documents and records referred to in 
this article are all located in the Mitchell Library, Sydney) 


A few hours spent among the available 
early Australian accounting records is an 
interesting, profitable, and, in some res- 
pects, chastening experience. In the Mit- 
chell Library, Sydney, there is quite a 
variety of accounting records, and even a 
rapid and inadequate survey of some of 
them has convinced me that there is here a 
fruitful field for research by an accountant 
with some feeling for historical back- 
ground or for a historian with some know- 
ledge of accounting procedures. 


The earliest of these records appears to 
be the ledger of T. Abbott, evidently a 
merchant. The first entry in the book—a 
personal ledger—is dated 15 March 1805, 
but on p. 63 entries dated 4, 6, 22 March 
and 8 April 1799 appear in an account 
headed ‘‘William Stevenson on acct. of 
Mr. Simeon Lord.’’ As this is the only 
account in the book prior to 1805, one 
wonders whether it was written up much 
later than 1799 from an earlier record, 
especially as the first entry on p. 1 shows 
a balance forward from a previous ledger. 
Apart from this account, the entries run 
from 1805 to 1811. 


This ‘‘ledger’’ contains a number of 
debtors’ accounts in double journal form; 
payments and other credits are shown on 
the credit side and ruled off where the ac- 
count is balanced or deducted from debits 
where they are set off but are not sufficient 
to balance the account. A number of ac- 
counts are crossed thus: s¢ricd. 

The business of Mr. Abbott was evident- 
ly not highly specialised—he sold such 
commodities as brandy, muslin, tobacco, 
rum, wine, shoes, soap, cashmere (‘‘6 yds. 
Cassimere @ 14/-’’), tea (at 12s. per lb.), 
etc. One customer, within a period of three 
months in 1806, bought, inter alia, thirty 
gallons brandy (for £67 10s.), ten gallons 
brandy (£23 10s.), one gallon rum 


(£2 5s.), one gallon three pints brandy 
(£3 16s.), and on 25 December (whether 
for Christmas celebration or for re-sale we 
cannot tell) ten gallons wine (£12 10s.) 
and one cask porter, together with a pair 
of shoes (8s.) and one lb. soap (2s.). Quite 
likely this customer was also a merchant 
—at least it is to be hoped that not all the 
liquor bought was for personal consump- 
tion. In fairness to him, it should be men- 
tioned that in the same period he is credi- 
ted with £10 for four gallons rum which 
he had evidently bought in a previous 
period and returned in this one. 

These accounts abound in interesting de- 
tails. In the first account in the ledger, 
for instance, there are total debits, be- 
tween 15 March 1805 and 15 July 1807, of 
£33 9s., less a credit of £9, leaving a bal- 
ance of £24 9s., with the notation against 
it, ‘‘Bill deliv’. March 1808’’ (credit con- 
trol rather lax, perhaps). Then appears a 
eredit ‘‘By 12 Bushels of wheat £5/8/-,’’ 
and ‘‘Balance due £19/1/-.’’ Following 
this is a note ‘‘Settled by an execution,”’ 
and, remembering the troubled state of the 
colony at the time, one is moved to hope 
that the execution was a legal rather than 
a mortal one. 

Abbott also had dealings with a Captain 
William Collins, who bought a mare in 
1810 for £150, ran an account for over two 
years, and was charged interest (£11 18s. 
on £71 4s. for two years, which was prob- 
ably compound interest at eight per cent 
per annum), and was also debited with 
£84 2s. 10d. for ‘‘ Amt. of goods retain® by 
yow at the Derwent.’’ 

Consignments to the Derwent (where the 
settlement at Hobart Town had been 
founded) were a feature of some of these 
merchants’ activities. In the account book 
of W. H. Mansell (1809-12), which also 
comprises a number of personal accounts, 
there are given details of the contents of 
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Early Australian Accounting Records—contd. 
several trunks and cases consigned to 
Hobart. These were of considerable value; 
for example, in one case there was a total 
value of £2303 11s. 4d., including ‘‘Sun- 
dries from Mr. Hook 1570. 11.6.’’ In this 
book there is an account headed ‘‘Mr. 
W. H. Mansell,’’ evidently the owner. This 
account shows details of goods on the debit 
side, with credits mostly for wine and 
cash; at the bottom of the page there is a 
good deal of pencilling, as if an attempt 
had been made (rather unsuccessfully, it 
would appear) to determine the propriet- 
ary capital. 

In this book there is also a promissory 
note pasted into one page, which, I think, 
is worth reproducing as it there appears: 


June 8th 1817 


6 months after deat I promas to 
pay to thomas abbot or odear the 
sum of 5 pounds sterling for 
value received by me neal Mack 
Cloud his X mark. 


The account book of Darey Wentworth, 
which runs from 1812 to 1820, contains a 
simple list of entries covering amounts of 
weekly expenditure by Wentworth, with 
no evidence of posting or any other fur- 
ther use in a bookkeeping system. Went- 
worth was a government surgeon and 
father of William Charles Wentworth. 

Among the Berry Papers is a volume 
listed as ‘‘Accounts and Payments’’ of 
Berry and Wollstonecraft, from 1819 to 
1846, but it. merely comprises a series of 
invoices and receipts of variously sized 
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pieces of paper for such things as milk, 
horse hire, provisions of all kinds, washing, 
wood, and so on. 

There are several books relating to the 
affairs of the Sydney Gazette. Two letter 
books contain copies of letters sent by the 
proprietors, one of them covering the 
period from 1829 to 1831 and the other 
that between 1833 and 1838. At the back 
of the latter there is what appears to be a 
erude sort of production control record, 
covering a list of orders for work to be 
done and ruled under the following head- 
ings: 

No. 

When Received 

Nature of Work 

No. of Copies 

To Whom Chargeable 

Put in Hand (two columns, viz. 
When, Printers’ Receipt) 

No. in Job Book 

Remarks. 


This record runs from ‘‘Before April’’ 
1829 to 9 June 1831, but the details of the 
last four columns (that is When Put in 
Hand, Printers’ Receipt, No. in Job Book, 
and Remarks) petered out in October 
1829. 


Another book of the Gazette’s is one 
listing accounts rendered, while a ledger 
of personal accounts shows cross-references 
to other records, e.g. ‘‘J194,’’ ‘‘Ent* fo. 
33.’ Of more technical interest is the 
general petty cash book, which has the fol- 
lowing ruling at an open double page: 


General Petty Cash Account Cr. 





Dr. ; __ Ralph Mansfield’s 





Gaz- | Print- | 
ette | ing 


No Toe 


Rect. ette 


Print- 
ing 


Receipts appear on the left, payments on the right. The book contains a monthly 
balancing procedure, of which the following, for May 1829, is a typical exampie: 
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Gazette Printing Gazette Printing 








Total of each .. .. £177 7 OF £152 8 Total of each .. .. £3511 4} £264 0 7 
Add Gazette .. .. : — we © Add Gazette .. .. a 35 11 4} 


Month’s Receipts .. co os - aaa Month’s Expdtre. .. .. .. .. 299 11 113 
Balance in hand last month . fs Balance in hand .. .. .. .. 189 9 8 


£489 £489 1 2} 
— === 


The ‘‘system’’ was somewhat altered at the end of September 1829, when the follow- 
ing balancing procedure took place: 


Gazette Printing Gazette Printing 
£517 15 6 £169 11 10 £532 4 58 
Omitted Receipts of 30 ,, R*. Jones Esq. Exor., rec* 
Ist Aug., fo. 5, p. by him of Colonial Treas* 
_ Day Bk. fo. DEER os se oe 60 500 0 0 
82 0 0 
m "a ‘Sth ‘Sept. rec! 
by Richard Jones 
Esq. Exor. from 
Colonial Treas’. .. 500 0 0 
£599 15 6 £669 11 10 £160 4 23 £1032 4 5} 








Underneath this is the following pencil calculation, which appears to be an attempt to 
determine profit : 
599 15 6 
169 11 10 
769 7 4 
160 4 23 
532 4 53 
———— 692 8 8} 
123 1 4 
This subtraction of £692 8s. 84d. from £769 7s. 4d. to give a result of £123 1s. 4d. 
has a familiar appearance to anyone who has had experience in checking students’ 
examination answers. Presumably some sort of audit was instituted about this 
stage, for the December 1829 totals appear as follows: 
To Ledg. Gaz. fo.2 Prg.fo.2 .. .. | £674 6 64 £211 4 2 
Checked Checked 
Gazette a/c Printing 
by Vouchers Cash Book 
T.D.E. T.D.E. 
J. Betts J. Betts 


To Ledger fo. 2 a eS ee £186 12 3 fo.2| £473 18 9 
Checked Checked 
Gazette a/c Printing 
by Vouchers a/e by 
T.D.E. Vouchers 
J. Betts T.D.E. 
J. Betts 


Errors excepted 
R. Mansfield 


(Continued on page 349) 
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Just above the notation of Mr. Mansfield 
appears the following pencil calculation of 
eash in hand: 

885 10 84 


660 11 0 


Cash in hand 22419 8} 


There is also another petty cash book of 
the Sydney Gazette, with entries from 10 
November 1835 to 9 March 1838. This is a 
small book, about five inches by three 
inches, and the first page is numbered ‘‘8.”’ 
Receipts appear on the left and payments 
on the right-hand sides of the open double 
page. Each week or so for some time the 
balance was paid to R. Howe, whose signa- 
ture appears alongside the notation of pay- 
ment; later, the payments were made to 
“F, O’B”’ (O’Brien) ; later still, this pro- 
eedure was dropped altogether and the 
balance appears without indication of what 
happened to it. There are also extant two 
‘account books’’ of this enterprise—alpha- 
betical ‘‘ Where Is It’’ books with a list of 
debtors and the amount owing by each, this 
being crossed out when settled. 


Historical figures stalk through the 
pages of one of the Burdekin account 
books of the period 1832 to 1835; Capt. 
Sturt (fo. 129, 162), Major Mitchell (fo. 
212), Dr. Redfern (fo. 213), W. C. Went- 
worth (fo. 283), Capt. Hunter (fo. 72), 
A. Mossman (fo. 74), G. Mossman (fo. 
486), J. Blaxland (fo. 437) were some of 
the well-known people in whose names ac- 
counts were opened in this record. This is 
a large volume, whose last page is num- 
bered 996, but as a fault occurred in the 
numbering of the pages (fo. 509 is fol- 
lowed by fo. 600 instead of fo. 510) the 
actual number of account folios is 906. It 
is a personal ledger, with references which 
Suggest postings from a cash book and 
other records, but there is also an account 
_for the Bank of Australia, so that the cash 
book may have been used purely as a book 
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of original entry. The record is, however, 
short of being a double-entry ledger, as 
there are no income or expense accounts 
contained in it. 


That the colony was becoming a thriving 
centre for traders is evidenced by an entry 
showing the purchase on 1 July 1832 by 
one W. Macdonald of goods priced at 
£13,120, which was settled by a number of 
weekly payments of £57 13s. 10d. or mul- 
tiples thereof, with some amounts of £58 
—and one of £56 9s. 2d. That some of the 
conditions of trade in the 1830’s were akin 
to those of the 1939’s is shown by an ac- 
count headed ‘‘Wm. Kaye. Shopman, 
absconded,’’ in which the items are all 
debits ‘‘To Cash.’’ Several other accounts 
also show debits without any credits, but 
not all of these were necessarily bad debts. 
For, in one account (fo. 927) there ap- 
pears a debit of £80 16s. 5d. dated 19 
December 1832 ‘‘To P/Note @ 4 m/d’”’ 
against a credit of the same amount dated 
20 December 1832 ‘‘By Hoop Iron,”’ and 
a further debit dated 15 March 1833 ‘‘To 
P/Note @ 4 m/d’’ £72, after which ap- 
pears a pencil note by the accountant: 
‘**N.B. I should think as a Bill was given 
goods were obtained altho’ no note taken 
of this. Wm. Smith.’’ Mr. Smith was also 
evidently puzzled by another account in 
which the following pencil note appears: 
‘Memo. All transactions with Warne ap- 
pear to have been settled but I cannot 
ascertain exactly in what way. Wm. 
Smith.”’ 


An early example of governmental ac- 
counts is provided by the New South 
Wales Treasurer’s accounts current for 
1832. This comprises a book containing a 
yearly statement, supported by monthly 
statements, of receipts (on the right-hand 
side) and expenditure (on the left). The 
ruling for the yearly statement is as 
under : 

B 
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ie i | For the Service of | 

~ Previous |the Current! Totals 
Years Year 

__ a £ os. d. £ 








Abstracts Expenditure 








: | (January 
A 'To Fixed Establishment .. { February 
ete. 





B_ | ,, Supplementary Establish- | 
ment .. ; ek ee eee 





Fixed Contingencies 





Unfixed Contingencies 








Advances made on ac- 
count of the Public Ser- 
RR, cic toreic Smale! cea al 





Advances made on ac- 
count of the Public Ser-| 
vice on Special Warrants) 


| 
| 





Total Expenditure 








~~ Revenue for 
Previous (the Current Totals 
Years Year aes 
. 2... -*, 1) oe 


Abstracts Period 








( January 


AA By Collectors of Revenue .. { February 
etc. 





BB » Incidental Receipts , 





count of the Public Ser- 
vice Adjusted, ete... .. 





DD - Advance made on | 
» Surcharges Recovered 
| 





Total Receipts 
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The annual statement bears the follow- 
ing auditor’s certificate :-— 


‘‘ Auditor’s Certificate : 


“*T, William Lithgow, do certify that I 
have carefully examined the several entries 
appearing both on the Debit and Credit 
sides of the foregoing statement for the 
Year 1832; and, having compared the same 
with the Original Accounts of the several 
Public Departments, as audited in my 
Office, I have found them to agree; and I 
do further Certify that proper Accounts 
of particulars, Authorities, and Vouchers, 
in conformity to the existing Regulations, 
have been exhibited to me, in support of 
the several Articles of Discharge therein 
contained; subject, however, to the reser- 
vations hereinafter specified, viz*., 


‘*]_—In some instances, as in the case of 
contracts entered into by the Commis- 
sariat, for supplies for Colonial Depart- 
ments, all the Documents required as 
Vouchers, have not been produced, for 
reasons noted on the Vouchers; but it will, 
it is hoped, be found, that no essential 
Document is wanting. 


**2.—Some other slight deviations from 
the Regulations may have escaped notice; 
but these, from the care taken to avoid 
them, cannot be numerous, or of an im- 
portant nature. 


**Audit Office, Sydney, 
New South Wales, 
25th February 1833. 
Wm. Lithgow 
Auditor.’’ 


The supporting monthly statements, 
which show the relevant amounts for each 
month, are also accompanied by an audi- 
tor’s certificate in the following words :— 


“T certify that I have carefully ex- 
amined the several entries both on the 
Debit and Credit sides of the within ac- 
count current; together with the several 
Abstracts and Vouchers in support there- 
of; and that I consider the same to be 
correct and satisfactory. 


‘*Wm. Lithgow 
Auditor.’’ 
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Another instance of public finance ac- 
counting is afforded by the Treasury ac- 
count book (1834-5) of St. Lucia, an island 
in the West Indies. (One wonders how this 
record of an island nearly half-way round 
the world from Australia came to rest in 
Sydney; one wonders also whether there 
may not be some early Australian records 
reciprocally scattered throughout distant 
lands, and whether, in order to carry out 
intensive research work in this field, it may 
be necessary for one to become a globe- 
trotter.) This record appears to be a cash 
book, with receipts debited and payments 
credited. The receipts include such items 
as tonnage duty, wharfage duty, licence 
fees, spirit duty, and taxes. The taxes com- 
prise a house tax and a profit tax; the 
former seems to have been variable, the 
latter paid in round multiples of £100. The 
book is balanced monthly and the balance 
earried forward from month to month. 


Another record—the ledger of J. D. 
Lang—contains a medley of items. In ad- 
dition to personal accounts of debtors for 
printing, advertising, etc., it contains pay- 
rolls with employees’ signatures, some cor- 
respondence of a private nature, and 
numerous newspaper cuttings. Towards 
the back of the book there are several 
journal and ledger entries dated 1774, 
which, if authentic, would make this the 
earliest Australian accounting record by 
far, antedating the first settlement by sev- 
eral years. I suspect, however, that these 
entries are merely exercises from some 
early textbook on bookkeeping. For ex- 
ample, there are some five pages of a cash 
journal, followed by two pages of ledger 
accounts, four accounts on each page. 
These accounts are for Baillie and Bill, 
Borrowstoness (two debit entries); Jan 
Jonker, Rotterdam (one debit), Clover 
Seed (three credits), John Scott (one 
debit), Share of Ship Hazard (one debit), 
William Austie (one credit), Linseed (one 
debit and two credits), Train Oil (one 
debit). One James Boswell, merchant, 
Edinburgh, also figures in this portion of 
the book, and this makes one suspect even 
more strongly than ever that he is one of 
those fictitious characters so often por- 
trayed in bookkeeping textbooks—a device 
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to which textbook writers and examiners 
have regular recourse even in these days. 
Although these few pages contain some as- 
pects of double entry, the procedure is not 
fully carried out, and the impression is 
strong that they are the scanty fruit of an 
uncompleted course of self-training in 
double-entry recording. The period of 
authentic entries in this book lies between 
1837 and 1843. 


The account book of Imlay Brothers, 
1837 to 1840, also contains, for the most 
part, personal accounts, but there is also a 
summary of a wool clip (on p. 32) and de- 
tails of whaling expenses for each of the 


Dr. 


Aug"t9 Received of the Rev’ E. 
Hoole (in the vestry of 
Liverpool chapel) for Wes". 
Miss’. Committee oa 30 0 0 


Received of Red*. E. Hoole 
(in the vestry of St. Philips 
Chapel Bristol) for Wes". 
Miss. Com*., for Trave'. Ex- 


Sep. 4 


617 0 


pences, &e. . 









Dr. 


Sep’.4 Advanced for 2 Qrs. salary 
i.e. Sep’. and Dec". by the 


Rev*. E. Hoole 17 0 0 





the credit, payments on the debit side. 
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Account of Outfit and Travelling expenses allowed 
T.W. and M.W. in 1839 


£36 17 0 


The first account on the next page (the pages are not numbered) is brief: 


Tho*®. Williams in Acc*. with the Wes". 
London. Per Rev. E. Hooie. 








£17 0 0 


Then comes (on the same page) a slight change in procedure—receipts are shown on 
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years 1837 (p. 136) and 1838 (p. 90). In 
addition to serving an accounting purpose, 
this book was later useful as part of some- 
body’s liberal education, for in various 
parts of it there are such things as a short 
biography of Sir Walter Scott, some snip- 
pets from French history, geography re- 
vision lessons, and the like. 

The account book of Rev. T. Williams, 
which records, over a lengthy period from 
1839, the receipts and payments of a 


Wesleyan missionary, contains much mat- 
ter of human interest and is something of 
a saga in its way. The following account, 
on the first page, for instance, opens the 
story : 





Cr. 





Aug*t 13 Paid Miss M. Cottingham 
(afterwards Mrs. Williams) 15 0 0 


To Mr. J. Akrill of Horn- 


Aug. 20 
castle for shoes. See bill .. 


to 
to 
o 


To Mr. W. Seargents of 
Horncastle for articles of 
clothing. See bill .. .. 819 6 


Travelling expenses during 
the months of Aug**t. and 
Sep’. Journey from 
H.Castle to Liverpool .. 2410 6 


D°. from 
H’ castle 


io] 
So 
a 


Liverpool to 


Coach fare &c. for Mrs. W. 
& Self from *H.Castle to 


Bristol .. 4 6 


6 





£36 17 0 
—— 


Miss”. Committee. Cr. 


1839. 
By Sep’. & Dec’. Quarterage .. 





£17 0 0 





* From Peterborough to Bristol: my dear Father 
paid our fare from H.C. to Peterborough. T.W. 
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Tho*. Williams in Acc*. 
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with the Wes". Missy. Com‘. 


Per Rev*. J. Archbell 1839 and 1840. 


Sep'10 Washing at and 


Bristol 
& 26 Milford ee 


Oct.17 Sundries at Bristol, Milford 
and Maderie 


Stuff for Pillow Cases 
£2 19 


This is continued on the next page: 


Amt. Bt. forward 
Feby6 Private Stores _—.— ae 

Jan. 8 
12&31 Cape Washing ee ee 
Balance 
£21 


219 14 


10 0 0 
7 23 


rs 


Oct.17 By Cash 


Feb’ 7 D°, 


” 


Cr. for Pillow cases .. 


Amt. bt. forward 
Jan’ 28 By Cash -_ se» 6A 
do. 


” 


Feby 7 


8 1 


24 
23 


Balance in hand £10 0 0 


11 do. 


” 


21 
11 


Total 
Expd'** 


As the information in this account looks as if it may refer to the voyage out from 
England, it may have been thought that bookkeeping procedure should be reversed 
on the way to the Antipodes, although after arrival procedure reverted to the original 


by September 1840: 


Dr. Tho®. 


Sep’. 


Balance in hand bt. forward 10 0 0 
Cash advanced at Hobart 
Town by the Rev‘ J. Water- 


house 


April 11 


50 0 


Subscriptions to Preachers 
fund for the years 1840 and 
1841 : 


Schools do. do. .. 


Mrs. 
money 


W. class and Ticket 


Williams in Account with the Lakemba Circuit. 


Cr. 
29 1840. 


Sep.29 By Quarterage for March 


June 26 


y Quarterage for Sep" .. 
Board for do. 
Stationery 
Lying in expences 


Quarterage one 


for 
child , 
Washing at Hobart Town 


Postage 2/4 iensreted Case 
5/- he 


Box of Candles — 
2/3 per Ib. i 


at 
Medicines 
Iron & tin goods 


To Balance .. 


£73 18 0 
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There are several pages after this style, 
with a balance (usually representing an 
excess of expenditure over receipts) 
carried forward from quarter to quarter. 
The story, commencing thus in 1839, is 
carried on in this fashion over many years, 
and it is apparent that Mr. Williams was 
later officiating in Adelaide in 1856, 
Brighton, Ballarat, Geelong (1864), Mel- 
bourne, and Colac (1867). There is also 
another account book of his, containing 
personal accounts of transactions with 
other clergymen. 


From September 25th 

1850 Days 
Oct.5 Daniel McGrath owns ee 
John Solomon .. 63 at 3/ 
Robert Burns 64 at 3/ 

John Smith 24 at 3/ 


/ 
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A ‘‘ledger’’ kept by the Sydney Railway 
Co. in 1850-2 is anything but a ledger in 
the modern, technical sense. It contains 
some personal accounts (often with no in- 
dication of their settlement), payroll de- 
tails, details relating to clearing and fence. 
ing land, and so on, but there is nothing 
that suggests the application of double- 
entry procedure. A typical contract was 
that with John Tuck ‘‘for fencing in the 
Terminus of Railway Station £10. 0.0.” 
The following example of a weekly payroll 
contains some features which self-evidently 
contrast strongly with payroll accounting 
of a century later: 


to Oct. 3rd. Inclusive 


Boring 
D°. 
D°. ; 
Tarring timber & 
raising water 
pipes fe: ces 9 
ae 16 3 


A ledger of E. 8. Antill, running from 1850 to 1864, contains a number of personal 


accounts, some of which are interesting because of a touch of cynical realism which 


they portray. That on p. 16, for example: 


M. Ryan’s account 


7th April Store account to this date 


”? ” 


Bedding returned 


Wages for 26 days 


l soap /6 8th 2 sugar 4 13 24 ‘Lick 3/14 


Loss for having a lunatic discharged 


And on the same page is the account of 
Patrick Kelly, who ran up a total debt, 
over a period of some months, of 
£18 9s. 14d., against which is credited 
“Wages to this date £11 2 0,” so that he 
was “In debt when he absconded £7 7 14.” 
Under each of the accounts of Michael 
Cleary (p. 45) and Thomas Merit (p. 48) 
appears the single, expressive word 
‘*Bolted’’; under that of one McCarthy 


———— 


(p. 128), the words ‘‘Overdrawn and 
Bolted 7/2.’’ No messing about here with 
provisions for doubtful debts ; no finessing 
between ‘‘reserves’’ and ‘ ‘prov isions’’ and 
‘‘allowances.’’ The facts are disclosed— 
simple, stark, and convincing. 

In the Wyndham day book for 1868 we 
can see an example of a pre-journal record 
in the paciolian tradition. The first two 
entries, for example, are as under: 
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January ist. 1868 


Cash. Dr. to Mrs. Wilkinson 


Journal | Cheque 


Cash. Dr. to Thos. Bird 


Journal Post O. order 


Stamps 


Some of the entries, presumably, were not 
taken to a journal, since they have ‘‘nil’’ 
instead of ‘‘Journal’’ written alongside. 
This record, which goes up to 30 November 
1868, suggests a double-entry system, but 
the evidence is, in the absence of other 


records of this firm, inconclusive. 


This does not purport to be an essay in 
historical research: the investigation made 
into these records was purely an explora- 
tory one, and the results given here are 
just a few points of interest taken from 
some of our early records. It is not pre- 
tended that anything more than a cursory 
examination of an almost random selection 
has been made. 


One observation of a general nature 
may, however, be made. In no instance 
among the records examined was a set of 
double-entry records discovered. This, of 
course, does not prove anything but that 
a century ago the gospel according to Fra 
Lucas Paciolo had not yet conquered the 
whole of ‘‘the great south land.’’ It is, 
nevertheless, a chastening reflection for us 
as accountants to consider that not one out 
of the thirty or so samples of accounting 


records investigated was what we would 
now call a satisfactory, systematic record 
by even the simplest of professional stan- 
dards. 

A further, concluding observation is 
that the preservation of these early records 
is a matter of considerable historical and 
cultural interest. There is little doubt that 
the incinerator and the pulping machine 
have already claimed many valuable his- 
torical records. It is important that any 
which may still survive should be pre- 
served, especially as the machinery for 
their preservation is now available in State 
and Federal archives offices, administered 
by competent and conscientious officials. 
Before the destruction of any documentary 
material, whether of a financial or other 
character, it would be a national service to 
consult these archives officers or the univer- 
sities. And this is valid not only for 
century-old records. We must remember 
that yesterday is already history, and that 
by tomorrow to-day will be. Economic his- 
torians are even now looking for documen- 
tary material relating to the 1920’s and 
1930’s; it will not be long before they will 
require it for the warring ’forties. 
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OF ACCOUNTANTS 


PROFESSIONAL INFORMATION AND ADVICE 


Library Services 

Although attention is frequently drawn 
to the vast amount of material in the 
various libraries of the Institute, all mem- 
bers do not appear to be fully aware of 
the extent and scope of written informa- 
tion available for their use. This is evident 
from the surprise some members express 
when, in response to casual enquiries, com- 
prehensive lists of references to the matters 
in question are supplied. The libraries con- 
tain all major works on accountancy pub- 
lished by English-speaking countries over 
many years. They contain the principal ac- 
countancy journals and thousands of mono- 
graphs on almost every accountancy prob- 
lem. Members cannot be too strongly ad- 
vised to refer to this material whenever 
they are confronted with a new problem or 
the need to revise an existing system or 
procedure. 

The library facilities of the Institute are 
so integrated that every member has ready 
access to all available information. If the 
desired information cannot be found in a 
Divisional library, a member can request 
the State Registrar to send on an enquiry 
to the Central Library. A _ full-time 
librarian then searches the catalogues and 
indexes for material on the subject and 
posts back the relevant textbooks, periodi- 
cals, or monographs. If this material does 
not give the required assistance, then it is 
hoped that the extension of the informa- 
tion service now announced will prove of 
practical value. 


Information Service 


The information service will cover ad- 
vice on technical problems met in actual 
practice. Any member confronted with a 
practical difficulty relating to accountancy 
and allied subjects may approach the In- 
stitute for advice. All questions should be 
submitted in writing. If the question can 
be readily answered by reference to an 
authoritative work, an immediate reply, re- 
ferring to the particular authority, will be 
furnished. If these sources do not provide 





an adequate answer to the question, the 
assistance of members of a Consultative 
Committee will be sought by the quickest 
possible means. In appropriate cases, a 
conference with a member or members of 
the Consultative Committee will be 
arranged. For this purpose, each Divisional 
Council has appointed a Consultative Com- 
mittee egmprizing experienced members of 
the profession. 

The information service will be limited 
to questions relating to accountancy and 
allied subjects. No question involving an 
exposition or interpretation of law, in- 
cluding the law of taxation, will be ans- 
wered by members of consultative commit- 
tees or the staff. The service will naturally 
be limited also to the provision of the best 
possible information or opinion available. 
The Institute will not be able to accept any 
responsibility for the soundness of any in- 
formation given or of any views expressed. 
Its function is to provide a clearing house 
and to ensure that every precaution is 
taken to avoid the dissemination of inac- 
curate information or of opinions which 
have not been adequately considered. 

The accumulated knowledge of a pro- 
fession is the sum of numerous individual 
contributions. The rapidity with which the 
specialized field of accountancy has ex- 
panded is a tribute to the willingness of 
generations of accountants to make their 
knowledge and experience freely available 
to the community through the medium of 
books, articles, lectures, and discussions. 
This practice of passing information on to 
others is a natural corollary of the spirit 
of co-operation which builds a profession. 
The extension of the information service 
along personal lines as outlined above will 
bring accountants closer together as 4a 
group and, in the process, will strengthen 
their professional standing. Any member 
confronted with a difficult professional 
problem should not hesitate to consult his 
colleagues in the manner indicated. He can 
rest assured that all possible assistance will 
be willingly given. 
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ASSOCIATE ON THE SEPARATE LIST 


by 


EDWARD JOHN, A.I.C.A. 


I wonder is any curiosity ever aroused 
in the minds of active accountants when 
they notice that there is a group of their 
fellows listed as ‘‘on the separate list’’? 
I have never met another of the exclusive 
clan, which is not remarkable, seeing that 
I am, to the best of my knowledge, the 
only member of the Commonwealth Insti- 
tute in this part of the world, but there 
might be some interest in knowing just 
what one of the ‘‘separate listers’’ does. 

I qualified as an accountant and secre- 
tary some twenty-one years ago, while liv- 
ing in Melbourne, and at that time was 
working as an audit clerk. Soon after- 
wards I left this work to be trained for 
Salvation Army officership, and after a 
few years’ service in Victoria and South 
Australia came to Rhodesia to commence 
missionary work. 

My wife and I found ourselves, on the 
last day of 1936, at a large mission station 
about fifty miles from Salisbury, and the 
chief memory of that day was of a violent 
thunderstorm. We spent nine years at that 
station and soon found out that it was a 
centre for thunderstorms, and that people 
and houses were struck with far too much 
frequency for our comfort. It was also a 
great place for snakes, and were I to at- 
tempt to chronicle half the remarkable 
snake yarns of those days I would be sure 
of lots of raised eyebrows from a group of 
Australians. 

I soon found out that missionary life in- 
eluded lots of steady, plodding work, as 
well as the occasional spice of adventure, 
and, for the good of my soul I discovered 
that I was a beginner again and couldn’t 
even say a greeting to those around me in 
a language they understood. And so for a 
long spell of years I had to study: 
language (so very different from anything 
I had ever heard about, and with queer 
verbs so complex that in English one had 
to make whole sentences to cover one of 
them), social anthropology, ethnic history, 
and lots of other subjects to help me 
understand the job into which I had been 
landed. 


The station on which we were was a 
large place with a big boarding school, a 
day school for the surrounding villages, a 
teacher-training school, a nurses’ training 
course, and a college for the training of 
our native officers. There was always lots 
to do in a day that began at six a.m., and 
I soon found that the days weren’t long 
enough for all there was to be done. In 
addition to classroom work I had to look 
after the money affairs (cash had been a 
job I had always carefully avoided) and 
the books, as well as attending to a good 
deal of the general business, and so my 
accountancy, which I thought I had left 
behind, began to come into play right from 
the start. 

In more recent years I have been looking 
after district work, which means that one 
has control of groups of churches and 
schools scattered over large areas of jungle 
and veldt, with almost impassable roads, 
on which I have learnt more about a car 
and how to repair it than I would have 
believed possible. My present appointment 
is in Northern Rhodesia, and my work 
takes me into places where white men are 
not often seen. One day when I arrived 
at a village where a car had never been 
seen before the whole scantily-clad popula- 
tion turned out to see the new creature, 
and made numerous enquiries as to how it 
walked, did it have eyes, ete. 

Down near the Zambesi wild beasts 
abound, and you never know what you will 
see next, but it is possible to travel a great 
deal in Africa without seeing anything 
wild, although it must always be remem- 
bered that it is Africa and that anything 
may appear at any time. I know a farmer 
whose old mother was having an early 
morning stroll in the lovely garden at the 
front of the house and was a good deal 
disturbed to find a pride of lions watching 
her with considerable interest. 

In these African years I have had to 
turn my hand to so many things that I 
would never have dreamed of in the civi- 
lised days of my youth: toothpulling, 
bandaging, administering pills, building, 
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earpentering, school-teaching, school-in- 
specting, car repairs, road-making, plumb- 
ing, undertaking (it is a strange experi- 
ence at first to have to be both undertaker 
and parson at a funeral), and a host of 
other tasks that fall to a missionary’s lot, 
but through it all I have been most thank- 
ful for my accounting background. The 
years have brought an increasing burden 
of administrative work, and with the calls 
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of so many things upon one’s time a great 
deal has to be done in the office in odd, and 
all too brief, hours. Had I not had the 
training which enabled me to use those 
hours to the best advantage I should never 
have been able to compass it all. So you 
see that even a ‘‘separate lister’’ in a set- 
ting he had never envisaged when he began 
his studies still has cause to be grateful 
that he chose accounting as his original 
career. 





CORRESPONDENCE 


The Editor, 
The Australian Accountant. 


Dear Sir: 

The Prime Minister’s request to the 
Premiers, to investigate the many sugges- 
tions they have made for the return of the 
States to the field of income taxation has 
really brought this problem into the open. 
It is to be hoped that the States were not 
bluffing the Prime Minister and the public, 
and will not all run for cover as some 
statements indicate. 

Here is the opportunity they have been 
seeking since uniform taxation was intro- 
duced in 1942. Many schemes have been 
discussed in the past, but there seems to be 
a deal of merit in the suggestion for con- 
tinuation of a single tax return and assess- 
ment by adopting the principle of fixing 
maximum rates (or, as our American 
friends suggest, tax ceilings) for both 
Federal and State taxation. The tax could 
then be applied on a standard basis which 
might provide a proportion of three 
shillings (3s.) Federal and one shilling and 
sixpence (1s. 6d.) State, which would give 
an average assessment of four shillings and 
sixpence (4s. 6d.) in the pound (£). Each 
Government would fix its own rate, and the 
difficulty of interstate incomes could be 
the subject of negotiation. 

Whilst this matter is receiving the atten- 
tion of our legislators, it is hoped that they 
will not overlook the dire straits of the 
third arm of government in Australia. The 
need for local government development is 
of paramount importance, and if the re- 
sponsibilities are to be shared by Common- 
wealth, State, and local ‘councils then some 


share of the revenue should be provided 
from the common pool. Councils’ revenue 
is £64 millions short of requirements to 
give proper service to keep pace with the 
development and growth of our con- 
munity. These services are for the general 
benefit of all residents, but are financed 
solely by the over-burdened ratepayer. In 
fact, the Local Government and Shires 
Associations of N.S.W. urge the State 
Government to support (with the assist- 
ance of other States) the holding of a Com- 
monwealth-State-local government finan- 
cial convention, designed to ensure to each 
partner in government an equitable share 
of available financial resources. 

Is it too much to ask that provision be 
made for sixpence (6d.) or one shilling 
(1s.) in the pound (£) to finance road con- 
struction, control of soil erosion, of floods, 
and of bushfires for the ultimate benefit of 
our nation ? 

The opportunity is here for several prob- 
lems to be dealt with by: 

(1) Providing for retention of single 

tax returns and assessments. 

(2) Fixing a limit to the amount in 
the £1 which Federal Government 
will assess. 

Fixing a limit to the amount in 

the £1 which each State Govern- 

ment can assess. 

Accepting the principle of parti- 

cipation, or allocation of a fixed 

amount in the £1, for local gov- 

ernment. 

(5) Agreeing to a uniform basis of 
arriving at the assessable income. 


Arncliffe. 


(3) 


Ap. G. CARRUTHERS. 





October, 1952 


The Australian Accountant 


BOOK REVIEWS 


Classification in Accounting: A. A. Firzgrraup and L. A. Schumer; Butterworth & 
Co. (Aust.) Ltd. Pp. 261 + x; price 50s., less rebate for cash, 5s. 


The title does not do this book justice. 
Although its title might not suggest so, it 
is of interest to both management and pro- 
prietors of business enterprises as well as 
to many others indirectly interested in the 
results of accounting process. In their in- 
troductory the authors point out that the 
interests of the accounting profession are 
best served by a general acceptance of the 
view that proprietorship accounting and 
management accounting are interdepen- 
dent parts of a homogeneous whole, and 
that the purposes and the mechanism by 
which those purposes are achieved are 
fundamentally identical. 

The book ‘‘breaks’’ new ground. Its 
main purpose is to examine the many bases 
upon which the division of accounting data 
may be made and to explore alternative 
methods of classification. The publication 
examines and describes the numerous ways 
in which classification may be used in ac- 
counting records and accounting state- 
ments, but it is not merely a treatise on 
how to classify items in revenue statements 
and balance sheets. It does much more 
than that. 

The authority of the authors to prepare 
an accounting treatise is undoubted. Both 
have had considerable influence on the de- 
velopment of the nation-wide known 
School of Commerce at Melbourne Univer- 
sity and, in addition, Mr. A. A. Fitzgerald 
is known by his ‘‘writings,’’ most of which 
have become standard texts. 

Mention of a few particularly interesting 
and instructive sections will give an idea of 
the worth of the book. The chapter con- 


cerning the classification of assets deals 
with the early evolution of the terms 
**fixed’’ and ‘‘current,’’ and then explains 
the inherent difficulties connected with that 
classification and indicates how illogical it 
is. A new and logical basis of classification 
is suggested—one wonders how long it will 
take for such classification to be adopted, 
particularly as it runs counter to Institute 
pronouncements. 

The authors concur that the central 
problem of accounting is the measurement 
of the income of the enterprise. Our ac- 
counting method, forced upon us by a num- 
ber of circumstances, is to divide the life 
of an enterprise into yearly chapters. The 
authors summarize the present state of the 
development of accounting thought as to 
whether or not cost is to remain the basis 
of accounting. The criticism of orthodox 
accounting theory is given, as well as the 
solutions which have been proposed. No 
person who is concerned over the distine- 
tion between accounting income and real 
income should miss reading, and studying, 
Chapter 10—particularly the solutions out- 
lined therein. 

Social accounting, so far practically 
neglected by our profession, is briefly ex- 
plained. 

The book is not academic, as its title 
might imply, but is of practical utility te 
all in accounting. Time alone will indicate 
how far the ‘‘classifications’’ suggested 
will be adopted, but in the interim the 
authors have made a scholarly contribution 
to accounting literature. 

R.K.Y. 


The Structure and Capacity of Australian Manufacturing Industries: Prepared by 
the Division or INDUSTRIAL DEVELOP MENT in the Ministry or NationaL DeE- 
VELOPMENT. Pp. 450 (foolseap) with Index; price approx. £A3. 


This study endeavours to cover the whole 
range of Australian manufacturing indus- 
tries, seeking to establish a systematic body 
of information embracing firstly the 
organization and interrelation of enter- 
prises, and secondly the adequacy of Aus- 
tralian production to meet the market. 


On careful reading of the document the 
main impression is the terrific expansion in 
Australian basic industries now being 
undertaken and which will be completed 
within the next few years. The doubling of 
electrical generating capacity, the doubling 
of capacity to win brown coal, the fifty per 
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cent increase in capacity to win black coal, 
the 150 per cent increase in copper produc- 
tion, the doubling of wood pulp capacity, 
the twenty-five per cent increase in steel 
and zine capacity, the fifty per cent in- 
crease in cement-making capacity, and the 
doubling of capacity to produce alkalis are 
eases in point. Aluminium is to be pro- 
duced in Australia shortly in quantities 
adequate to local requirements. The ten- 
fold increase proposed in petroleum refin- 
ing, the likely manufacture of crawler 
tractors, the manufacture of rayon yarn, 
the programmes of the motor-vehicle com- 
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panies, and the progress in the manufac- 
ture of heavy transport, construction, and 
excavating equipment, in shipbuilding and 
aircraft production are notable. These de- 
velopments will make a major contribution 
to production and give a broader base to 
the economy. 

The publication should be an invaluable 
reference for those interested in secondary 
industry, either manufacturers or inves- 
tors, particularly with regard to the possi- 
bilities of extending established or com- 
mencing new manufacture. It should also 
provide the serious student with a valuable 
tool for comparative studies. 


Elementary Accounting: Yorston AND Brown; Law Book Co. of Australasia Pty. 


Ltd. Pp. 240; price 10s. 


The authors are well known to us for 
their contributions to popular textbooks 
on more advanced aspects of accounting. 
We are fortunate that they have been pre- 
vailed upon to turn their attention to the 
elementary field, in which there has been 
a long-standing need for a satisfactory 
school text. 

I found myself quite enthusiastic about 
the introductory chapters of this book. 
They provide an interesting and common- 
sense approach from which the basic rules 
of double entry could have been expected 
to emerge. However, Chapter 3 did not 
develop these rules, but presented the cash 
journals. The posting of these journals to 
the ledger could have provided an alterna- 
tive opportunity to explain how and why 
various classes of entries come to be posted 
to either the debit or credit side of the 
accounts. But the authors seem more in- 
clined to lay down a detailed set of book- 
keeping rules for the students to learn by 
rote. 

The book has been planned so that 
students may become well versed in re- 


cording cash transactions before they are 
introduced to the credit system. Pleasing 
features of the earlier section are the chart 
of accounts and the separate cash receipts 
and payment journals. The credit system, 
which is well handled and illustrated, is 
followed by a chapter on sectional balanc- 
ing of ledgers. There are chapters on 
balance-day adjustments, revenue ac- 
counts, and the balance sheet. The closing 
chapters are devoted to two other topics 
which one might expect to be covered in a 
text of this nature: petty cash and recon- 
ciliation statements. 


After each chapter there is a set of well- 
graded exercises for which a key is in 
course of publication. I do think that these 
exercises would have to be supplemented 
by teachers to provide adequate work for 
a two-year school course. 

Elementary Accounting is quite a hand- 
some, sturdy publication for such a reason- 
able price, and is an improvement on the 
existing texts available to our schools. 


W. J. Stewart. 








October, 1952 


The Australian Accountant 


LEGAL SECTION 


Edited by 
J. M. GREENWOOD, LL.B., F.I.C.A. 


BILLS OF EXCHANGE: VARIATION BETWEEN DESCRIPTION OF PAYEE 
AND INDORSEMENT—WHETHER IRREGULAR—HOLDER NOT A HOLDER 
IN DUE COURSE BUT ENTITLED TO SUCCEED AS A HOLDER FOR VALUE 


In pursuance of an agreement between 
the defendant and a firm for the purchase 
of shares the defendant made two promis- 
sory notes payable on demand on specified 
dates to ‘‘Fathi and Faysal Nabulsy Co. 
or order,’’ the name being that of a firm 
in which Fathi Nabulsy and Faysal 
Nabulsy were the partners. The notes were 
indorsed to the order of the plaintiffs by 
Faysal Nabulsy, who had authority to sign 
for the firm, with the words ‘‘Fathi and 
Faysal Nabulsy,’’ the word ‘‘company’”’ 
being omitted. This was the recognized 
signature of the partnership, and the 


plaintiffs discounted the notes in good 
faith and without notice of any defect in 
the title of the payees. On presentation the 


notes were dishonoured. On a claim against 
the defendant, as drawer of the notes, by 
the plaintiffs, as holders in due course— 
Held (Court of Appeal): (i) although 
the indorsement was valid to pass the title 
in the notes to the plaintiffs, the omission 
of the word ‘‘company’’ would give rise 
to a reasonable doubt whether the payees 
and the indorsers were necessarily the 
same, and, therefore, the notes could not 
be said to be complete and regular on the 
face of them and the plaintiffs could not 
succeed as holders in due course within 
s. 29 (1) of the Bills of Exchange Act 1882 
(Eng.); but (ii) the plaintiffs, having 
pleaded that they were holders in due 
course, were entitled to rely on the more 
limited allegation, although not pleaded, 
that they were holders for value; the de- 
fendant had failed to plead any defect in 
their title, and, therefore, he was liable to 
the plaintiffs on the notes. 
_ Denning, L.J., said, in the course of his 
judgment: ‘‘The first question in this case 
is whether the Arab Bank Ltd. were 
holders in due course of the promissory 
note, and that depends on whether, at the 
time they took it, it was ‘complete and 
regular on the face of it’ within s. 29 (1) 


of the Bills of Exchange Act 1882. 
Strangely enough, no one doubts that the 
‘face’ of a bill includes the back of it. I 
say strangely enough, because people so 
often insist on the literal interpretation of 
Acts of Parliament, whereas here everyone 
agrees that the literal interpretation must 
be ignored because the meaning is obvious. 
The meaning is that, looking at the bill, 
front and back, without the aid of outside 
evidence, it must be complete and regular 
in itself. 

‘‘Now, regularity is a different thing 
from validity. The Act itself makes a care- 
ful distinetion between them. On the one 
hand, an endorsement which is quite in- 
valid may be regular on the face of it. 
Thus, the indorsement may be forged or 
unauthorised, and, therefore, invalid under 
s. 24 of the Act, but, nevertheless, there 
may be nothing about it to give rise to any 
suspicion. The bill is then quite regular 
on the face of it. Conversely, an indorse- 
ment which is quite irregular may, never- 
theless, be valid. Thus, by a misnomer, a 
payer may be described on the face of the 
bill by the wrong name, nevertheless, if it 
is quite plain that the drawer intended 
him as payee, then an indorsement on the 
back by the payee in his own true name is 
valid and sufficient to pass the property 
in the bill: Leonard v. Wilson (1834), 149 
E.R. 895; Bird & Co. (London) Ltd. v. 
Thomas Cook & Son Ltd., [1937] 2 All 
E.R. 227; Hadley & Co. v. Henry (1896), 
22 V.L.R. 230; but the difference between 
front and back makes the indorsement 
irregular unless:the payee adds also the 
misnomer by which he was described on 
the front of the bill. That is what he 
eventually did in Leonard v. Wilson. Regu- 
larity is also different from liability. The 
Act makes a distinction between these two 
also. On the one hand, a person who makes 
an irregular indorsement is liable thereon 
despite the irregularity. Thus, if a payee, 
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who is wrongly described on the front of 
the bill, indorses it in his own true name, 
the indorsement is irregular, but he is 
liable to any subsequent holder and cannot 
set up the irregularity as a defence, or, if 
he is rightly described on the front of the 
bill, but indorses it in an assumed name, 
the indorsement is irregular, but he is 
liable thereon as if he had indorsed it in 
his own name: see s. 23, para. (1), and 
s. 55 (2) of the Act. Conversely, a regular 
indorsement will not impose liability if it 
is forged or unauthorised. Thus, where a 
firm is the payee, but is described in an 
unauthorised name which is substantially 
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different from its real name, an indorse- 
ment by one partner in that name does not 
impose liability on the other partners: 
Kirk v. Blurton (1841), 152 E.R. 120. It 
would be otherwise if the name was sub- 
stantially the same: Forbes v. Marshall 
(1855), 156 E.R. 788. 

Once regularity is seen to differ both 
from validity and from liability, the ques- 
tion is: When is an indorsement irregular? 
The answer is, I think, that it is irregular 
whenever it is such as to give rise to doubt 
whether it is the indorsement of the named 
payee. A bill of exchange is like currency. 
It should be above suspicion.’’ (Arab 
Bank Ltd. v. Ross, [1952] 1 All E.R. 709.) 


GARNISHEE: MONEY REPAYABLE ONLY ON PRODUCTION OF DEPOSIT 
BOOK—WHETHER AVAILABLE TO JUDGMENT CREDITOR 


A judgment debtor had a sum of money 
in a deposit account with a bank, the con- 
tract between the bank and the debtor 
being subject to the conditions (a) that 
fourteen days’ notice should be given of a 
withdrawal, and (b) that money could be 
withdrawn only on a personal application 
by the debtor at the bank and on produc- 
tion of the deposit book. On 11 January 
1952 a notice of withdrawal given by the 
debtor expired, and on the same day the 
judgment creditor issued a garnishee sum- 
mons against the bank. The debtor did not 
apply, personally or at all, for repayment 
of the money and it was still with the 
bank. 


Held (Court of Appeal): as the judg- 
ment debtor had failed to comply with all 
the terms of the contract of deposit, he 
could not obtain payment from the bank 
of the money in his deposit account, and 
the judgment creditor could not be in a bet- 
ter position than the debtor ; therefore, the 
sum standing to the credit of the debtor’s 
deposit account was not a debt ‘‘owing or 
accruing’’ to him from the bank, within 
the meaning of the relevant provisions of 
the law, and it was not a proper subject 
of garnishee proceedings. (Bagley v. 
Winsome (National Provincial Bank Litd., 
Garnishee), [1952] 1 All E.R. 637.) 


MASTER AND SERVANT: SERVANT “LENT” BY EMPLOYERS TO 
OCCUPIERS OF FACTORY—WHETHER EMPLOYER LIABLE FOR 
INJURY 


Electrical contractors agreed with the 
occupiers of a factory that two of their 
employees should work at the factory on 
certain electrical installations. The con- 
tractors continued to employ the men, pay- 
ing their wages, stamping their insurance 
cards, and retaining the sole right to dis- 
miss them. The electricians worked ex- 
clusively at the factory, used the canteen 
there, and conformed to the hours of work 
observed in the factory. They were sup- 
plied by the occupiers of the factory with 
all materials, tools, plant, and equipment, 
except for certain special tools which were 
their own property, and their work was 
supervised by a foreman employed by the 


occupiers, who required the men to follow 
practices customary at the factory instead 
of those of the contractors. One of the 
electricians was injured through a piece of 
defective plant. 

Held (Queen’s Bench Division, 
Parker, J.): the occupiers of the factory 
and not the electrical contractors owed the 
injured electrician the common law duty 
of a master to his servant to provide 
proper plant and equipment, and, there- 
fore, were liable to him for breach of that 
duty. (Garrard v. Southey & Co. & Anot. 
(Davey Estates Ltd., Third Parties), 
[1952] 1 All E.R. 597.) 


per 
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GIFT OF PROPERTY TO TWO SONS ON CONDITION THEY 


AGREED TO MAKE CERTAIN PAYMENTS TO WIDOW — WHETHER JOINT 
TENANCY OR TENANCY IN COMMON 


By a home-made will, made on 31 March 
1936, the testator gave to his two sons, 
W.L.N. and J.H.N., certain specified pro- 
perty ‘‘(or if sold during my lifetime such 
balance of the proceeds of such sale as is 
in my possession at the date of my death) 
...on condition that they agree to pay in 
equal shares to my wife... for the remain- 
der of her life after my decease the sum of 
10s. per week.’’ The testator died on 21 
May 1937, being survived by his wife and 
two sons. On 1 January 1951 J.H.N. died, 
and the question arose whether the gift to 


the sons created a joint tenancy or a 
tenancy in common. 

Held (Chancery Division, per Wynn- 
Parry, J.): as the effect of the condition 
attached to the gift was to create a per- 
sonal obligation on each of the sons, the 
language of the condition was sufficient to 
indicate that the interest of the two sons 
in the property was a tenancy in common, 
and not a joint tenancy. (Re North (de- 
ceased); North v. Cusden, [1952] 1 All 
E.R. 609.) 


PRECEDENTS IN LAW 


A perusal of almost any law report 
shows that both advocates and judges de- 
vote a good deal of their time to a con- 
sideration of earlier decisions. It is said 
that this system of judicial precedent 


“keeps the judiciary law from arbitrari- 


ness’? (Jenks, The Book of English Law, 
p. 34). ‘‘If once it be established, in the 
hearing of a case, that a Court of equal 
or superior authority has previously, as a 
necessary process in the chain of its reason- 
ing, expressed an opinion on a point of 
law, and acted upon it in its decision, then 
the Court which is hearing the case must, 
in coming to its decision, follow that 
opinion, unless the latter has, since its de- 
livery, been overruled by a higher de- 
cision or by Parliamentary legislation. 
mere obiter dicta, as they are called, or ex- 
pressions of opinion not really necessary to 
the decision of the trial during which they 
are uttered, are not binding as precedents, 
though they may be referred to for guid- 
ance.’’ (Jenks, op. cit., p. 34.) 

Interesting questions arise as to how far 
a Court is bound by its own previous de- 
cisions, and to what extent it should follow 
the decisions of Courts of corresponding or 
superior status in other states or countries, 
especially, so far as Australia is concerned, 
the Courts in the United Kingdom. 

The House of Lords is traditionally 
bound by its own previous decisions, which 
must also be followed by inferior Courts 
In the United Kingdom. The Court of 


Appeal has now recognized the binding 
force of its own previous judgments. ‘i‘he 
High Court of Australia is bound by de- 
cisions of the Privy Council, and has held 
that it should follow the decisions of the 
House of Lords even against its own pre- 
vious decisions—see Piro v. W. Foster Ltd. 
(1943), 68 C.L.R. 313. The Privy Council 
would probably follow a decision of the 
House of Lords in preference to a previous 
conflicting decision of its own (W. N. 
Harrison, 7 A.L.J., at p. 408). State 
Supreme Courts, generally speaking, are 
bound by the High Court, but are only 
‘‘persuasive authority’’ for one another. 
The High Court and the Supreme Courts 
do not regard themselves as necessarily 
bound by their own previous decisions, but 
they are loth to depart from them unless 
there is a clear reason for doing so. 

It seems, therefore, that we in Australia 
are in a better position than our English 
cousins, where sometimes a previous judg- 
ment is deferred to although justice and 
common sense alike demand that a depar- 
ture be made. A recent example of this 
occurred in a case which came before the 
Court of Appeal in England this year— 
Thomas v. Marshall, {1952] 2 All E.R. 32. 

The facts were that a taxpayer deposited 
money in the savings bank accounts of his 
two children by way of unconditional gifts. 
The Crown claimed duty under s. 21 of 
the Finance Act 1936, which defined a 
“*settlement’’ to include ‘‘any disposition, 
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trust, covenant, agreement, arrangement or 
transfer of assets.’’ Counsel for the tax- 
payer contended that the expansion to be 
given to the word ‘‘settlement’’ by reason 
of the definition was not such as to make it 
cover every transfer of assets, but the term 
should be restricted to transactions which 
retained in some way the characteristics of 
a settlement as that word would be under- 
stood by persons who have some accurate 
knowledge of the meaning of words in the 
English language. 

The Court held that it was bound to hold 
against the taxpayer by its own decision in 
the earlier case of Hood-Barrs v. I.R. 
Comrs., [1946] 2 All E.R. 768. In that 
ease the taxpayer had transferred to each 
of his two infant and unmarried daughters 
a block of shares as gifts of an absolute 
character, and these were held to be settle- 
ments within the meaning of the same s. 21. 

The case shows how a legal principle is 
extended—the placing of assets in trust for 
child beneficiaries, then a gift of shares 
carrying a right to receive income, then an 
outright gift of cash. Yet in Thomas v. 
Marshall every judge expressed himself as 
dissatisfied with the result :— 

Sir Raymond Evershed, M.R.: ‘‘If the 
question were res integra before us...I 
should certainly want to hear considerably 
more argument from counsel for the Crown 
before expressing a final conclusion.’’ 

Birkett, L.J.: ‘‘I hope it will not be 
thought improper if I say that I could have 
wished that these matters might have been 
decided on their merits, untrammelled by 
any previous authority, because I have 
been much attracted by the force of the 
argument addressed to this Court by coun- 
sel for the taxpayer.”’ 

Romer, L.J.: ‘‘I agree that this appeal 
must fail... because of the decision in the 
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Hood-Barrs Case... . Perhaps, however, I 
may be permitted to say that had the mat- 
ter been res integra, I should have re- 
garded that contention [i.e. of counsel for 
the taxpayer] as one of considerable 
weight.’ 

One cannot help remembering how the 
Court of Chancery a century and a half 
ago lost its effectiveness as a dispenser of 
right, justice, reason, and equity through 
Lord Eldon’s slavish adherence to prece- 
dent, and how the abuses grew till an 
equity suit was something to be avoided 
like the plague. 


On the other hand one gains heart from 
words such as those of Denning, L.J., in 
Candler v. Crane Christmas & Co., [1951] 
1 All E.R. 426, at p. 432: ‘‘On the one side 
there were the timorous souls who were 
fearful of allowing a new cause of action. 
On the other side there were the bold 
spirits who were ready to allow it if justice 
so required. It was fortunate for the com- 
mon law that the progressive view pre- 
vailed.’’ One remembers the dictum of 
Lord Wright that ‘‘a good judge is one 
who is the master not the slave of the 
cases,’’ and one sees hope in the evidence 
collected by Professor Julius Stone of 
judicial creativeness and of the infiltration 
into judgments of norms of justice and a 
recognition of social facts. ‘‘ Precedents,” 
he says, ‘‘become rather pegs on which to 
hang judgment, than an explanation of 
the process of reaching it.’’ (The Province 
and Function of Law, p. 193.) 


So the pendulum swings between rigid- 
ity on the one hand and arbitrariness on 
the other. The layman will undoubtedly 
hope that the check to the pendulum will 
be found more and more in the concept of 
justice interpreted in the light of existing 
social and moral standards. 
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THE CLEARING HOUSE 


AFFILIATION LETTERS 


Would you lease ‘‘clearify’’ the The following accountancy bodies are 
e b=] . 


various groups of letters denoting affilia- known to be functioning in Australia and 
tion with the several Accounting Insti- 
tutes: A.I.C.A., A.C.A.A., ete. 


Melbourne. 


their members are designated as under :— 


C.M.C. 


Designation of 
Membership 
( Associates) 


A.C.A. (Aust.) 
At3..A. 
A.F.LA. 
A.A.A. 
A.C.A.A. 
A.C.C.A. 
A.S.P.A. 
A.A.C.A. 
A.T.C.A. 


Name of Institute 


Institute of Chartered Accountants in Australia 
Commonwealth Institute of Accountants 
Federal Institute of Accountants 

Association of Accountants in Australia 
Australasian Institute of Cost Accountants. . 
International Institute of Accountants 
Corporation of Consulting Accountants 
Victorian Society of Public Accountants 
Incorporated Association of Cost Accountants 
Institute of Taxation and Cost Accountants 


Association of Practising Accountants 


A.A.P.A. 
EDITOR. 


MONTHLY STATEMENTS 


It surprises me that in the Clearing 
House no mention has been made of as I 
call it ‘‘The bread and butter lines of office 
routine,’” namely the issue of monthly 
debtors’ statements. 

The experience that I have had with the 
receiving of monthly statements, is that 
they start to trickle into the accounts pay- 
able section any time from one to six weeks 
after the end of the month. It seems the 
larger the concern the longer it takes them 
to despatch statements to debtors. 

Obviously the longer it takes to render 
statements the longer it will take for the 
accounts to be paid, as most firms do not 
pay their accounts until statements are 
received, hence accounts are not paid with- 
in trade terms. 

Some concerns ascertain if any invoices 
have not been received only by comparing 
the monthly statement with their records. 
If an invoice is missing a copy can be re- 
quested immediately, so that the account 
can still be paid within trade terms. How- 
ever, if statements are not issued promptly 
It can be seen that invoices not received 
will not be known till some time after the 


end of the month, so that by the time copy 
invoices are received it is likely that sixty 
days’ credit will have been obtained in- 
stead of the usual thirty days. 

This is a most unsatisfactory state of 
affairs, especially in these days when cash 
is searce, and it also denotes inefficiency in 
the office. 

The delay in rendering statements ap- 
pears to be caused in the balancing of the 
debtors’ ledgers. Firms tend to hold state- 
ments till the ledgers are balanced, but if 
bookkeeping machines are used there is 
nothing gained in doing this. 

There is no sound reason in holding 
statements in this way, as they can be des- 
patched as soon as the final posting has 
been made. If, however, the ledgers do not 
balance, an amended statement can always 
be sent if necessary when the error is 
located. More likely than not the debtor 
will advise that the statement is not correct. 

It ean be seen that it is highly desirable 
from the company’s point of view to issue 
statements promptly. 


Melbourne. J. M. JAcoss. 


Have you anything to clear? 
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REGISTER OF MEMBERS 


COMMONWEALTH INSTITUTE OF ACCOUNTANTS 
VICTORIA 
Admitted as Provisional Associates: 
Messrs. J. C. Bone, L. G. Parsons, W. Schein. 


Admitted as Associates: 
Miss D. E. Magill and Messrs. I. R. Adams, K. T. Barrett, E. J. Bennett, J. J. Byrne, 
H. Chesla, D. J. Crichton, J. A. Cruikshank, J. W. F. Geddes, S. A. Harris, E. C. L. 
Head, N. Hustwaite, W. E. 8. Keating, J. J. O’Connor, C. A. Palmer, N. H. Simmons, 
R. K. Whitelaw. 

Re-admitted as Associate: 
Mr. E. 8. Vance. 

Advanced to Fellow: 
Messrs. R. C. Mackenzie, J. MacKinnon. 


Names Removed from Register: 
Mr. N. J. Lester (deceased) and Mrs. E. M. Pollard and Messrs. L. G. Callaway, 


G. 8. Nicholson (all resigned). 


New SouTH WALES 


Admitted as Provisional Associates: 
Messrs. F. B. Barratt, N. Cameron, J. B. Etherington, K. N. Geary, D. H. Gutterson, 
K. H. Hatton, J. F. T. Heath, J. N. Hubbuck, J. T. Hutchinson, J. K. Kaye, 
R. D. Moore, D. G. Morton, J. E. C. Pearce, W. B. Robinson, L. R. Towns, J. O. 


Turner. 


Admitted as Associates: 
Messrs. B. E. Auld, G. P. Bennett, T. D. Crossman, W. R. Dobson, J. C. Fahey, 


I. K. Guest, G. B. Hay, J. B. Parry, C. 8. Sherry, R. F. Smith, A. A. Stevens, E. C. 
Thompson, K. C. Wearne, C. M. Willetts. 

Re-admitted as Associate: 
Mr. A. C. Aikins. 


Advanced to Fellow: 
Messrs. R. J. Barrett, T. M. Owen. 


Name Removed from Register: 
Mr. H. A. Coates (deceased). 
QUEENSLAND 
Admitted as Provisional Associate: 
Mr. E. Stadhams. 
Admitted as Associate: 
Mr. A. D. Maclvor. 
WESTERN AUSTRALIA 
Admitted as Provisional Associates: 
Messrs. R. W. Hand, J. M. Harry, T. J. Hayden, O. G. Maley. 


Names Removed from Register: 
Messrs. E. V. Jones, F. W. Meagher, K. 8. J. MeGibbon (all resigned). 


SoutH AUSTRALIA 
Admitted as Provisional Associate: 
Mr. J. E. Tomlinson. 


Admitted as Associates: 
Messrs. R. S. Debney, H. W. King, A. R. Murch. 


Names Removed from Register: 
Messrs. J. P. Ardill, J. B. Pitcher (both deceased), and Mr. R. R. Harwood 


(resigned). 
TASMANIA 
Admitted as Provisional Associate: 
Mr. J. R. Crisp. 


Admitted as Associates: 
Messrs. D. A. Mayhead, J. N. Picken, A. J. Read. 


Names Removed from Register: 
Messrs. E. D. B. Hortin, F. B. Rattle, T. A. Stump (all deceased). 
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STUDENTS’ SECTION 


Edited by 
K. C. Keown, A.1.C.A., A.M.T.C. 


THE COLLECTING BANKER 


by 


Henry YounG 


The collection of his customer’s cheques 
is one of the principal services performed 
by a banker, and in this connection he has 
a definite responsibility to his own cus- 
tomer as well as to other parties. The busi- 
ness of collecting cheques by a bank for its 
customers involves the handling of a vast 
number of all kinds of cheques—open, 
erossed (either generally or specially), 
order or bearer, payable to the customer or 
to a third party. As to the majority of 
these cheques, the bank acts in the capacity 
of an agent with specific obligations and 
with rights as to holding and dealing with 
the proceeds when collected. In handling 
these instruments the bank cannot possibly 
obtain proof that the customer is entitled 
to the money when collected, therefore the 
banker runs the risk that some of the 
cheques (or the proceeds of them) with 
which he is dealing have not been lawfully 
deposited, but have been paid in by some 
person not entitled to the proceeds. 
Although the banker himself would be 
quite innocent, he would in fact be assist- 
ing in the disposal of property without the 
authority or consent of the true owner and 
80 would be liable for conversion. 

“‘Conversion’’ has been defined as fol- 
lows: ‘‘Any person who, however inno- 
cently, obtains possession of goods the pro- 
perty of another who has been fraudulent- 
ly deprived of them, and disposes of them 
whether for his own benefit or that of 
another person, is guilty of conversion”’ 
(Bullen v. Leake). (The term ‘‘goods”’ in- 
cludes a bill of exchange or a cheque.) 

_It is no defence in an action for conver- 
sion for a banker to plead that he acted 
Imnocently. The banker could not be ex- 
pected to face the risk every time he 
accepts a cheque for collection, and the law 
provides him with a shelter from these 
possible actions for conversion in the Bills 
of Exchange Act. 


The principal statutory protection af- 
forded to bankers in the collection of 
cheques is, of course, that afforded by s. 88 
of the Bills of Exchange Act, which reads 
as follows: ‘‘Where a banker in good faith 
and without negligence receives payment 
for a customer of a cheque crossed gener- 
ally or specially to himself, and the custo- 
mer has no title or a defective title thereto, 
the banker shall not incur any liability to 
the true owner of the cheque by reason 
only of having received such payments.’’ 


It will be seen that the protection under 
this section is limited to a particular set 
of circumstances, and if in any given case 
the banker cannot show that he has ob- 
served the conditions laid down he must 
look elsewhere for his answer to the true 
owner. The section is a defence, and the 
onus of proof that he can claim it is on the 
banker. In Savory Ltd. v. Lloyds Bank 
Ltd. (1932), it was said that ‘‘Section 88 
is a concession to the banker affording him 
the means of avoiding a liability in con- 
version to which otherwise there would be 
no defence.’’ 


Section 88 is a relief given to bankers 
in recognition of their quasi-compulsory 
job of cheque collecting, for s. 85 of the 
Bills of Exchange Act virtually prescribes 
that crossed cheques must only be paid to 
another banker and, consequently, the col- 
lection of such cheques has really been 
thrust upon bankers by legislation. It 
should be noted that the banker is not a 
privileged person immune from the lia- 
bility and risks that attach to the exercise 
of other business undertakings, and the 
protection afforded by s. 88 is very rightly 
hedged around with conditions requiring 
the use of reasonable care. The section does 
not say that in certain circumstances a 
banker shall not be guilty of conversion ; it 
prescribes that if the banker conforms to 
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Students’ Section—continued 
the requirements of the section he shall not 
suffer the consequences of conversion. 

We will now proceed to examine in detail 
words and phrases in the section which 
have been judicially expounded at various 
times: 

(1) 
(2) 
(3) 
(4) 


“Where a banker...” 

“'..in good faith...” 

“ .. without negligence...” 

“'..receives payment for a cus- 

tomer...” 
(a) What constitutes a customer? 
(b) Receiving payment for a cus- 
tomer. 

(5) “... cheques crossed generally 
or specially to himself...” 

(6) “...and the customer has no 

title or a defective title...” 


(1) “Where a banker...” 

According to s. 4 of the Bills of Ex- 
change Act, a banker includes a body of 
persons, whether incorporated or not, who 
carry on the business of banking. This 
definition is not very satisfactory, for it 
requires the interpretation of the term 
‘‘banking.’’ One of the most widely recog- 
nized definitions of the term ‘‘banker’’ is 


that of Hart, in Law of Banking: “‘A 
banker or bank is a person or company 


carrying on the business of receiving 
moneys, and collecting drafts for custo- 
mers, subject to the obligation of honour- 
ing cheques drawn upon them from time to 
time by the customers to the extent of the 
amounts available on their current ac- 
counts.’’ 


(2) “...in good faith...” 


To receive the protection afforded by 
s. 88, the banker must receive payment of 
the cheque in good faith. This means that 
the banker must have acted honestly. By 
s. 96 of the Bills of Exchange Act, ‘‘a 
thing is deemed to be done in good faith, 
within the meaning of this Act, where it 
is in fact done honestly, whether it is done 
negligently or not.’’ As a general rule the 
question of good faith is not very material, 
for it is presumed that all banks do not act 
otherwise than in good faith in any of 
their dealings. 


(3) “... without negligence...” 


The interpretation of this phrase has 
been the source of much litigation, and it 
is not surprising to find that no statutory 
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definition is attempted in the Bills of 
Exchange Act. However, we may get some 
indication of what constitutes negligence 
on the part of the collecting banker by 
reference to some of the many decided 
cases on the subject. Before passing, how- 
ever, to these cases, it is appropriate to 
note that the words ‘‘without negligence’”’ 
imply a duty, as there can be no negligence 
if there is no duty. But we know that a 
banker’s contractual duty is to his custo- 
mer and to no other. Nevertheless, an ad- 
ditional duty is imposed upon the banker 
by s. 88 to a third party—the true owner. 

‘“‘The assumption of this duty to a 
stranger, i.e., the true owner, must be re- 
garded as part of the price paid by bankers 
for protection under s. 88’’ (Paget, Law of 
Banking). 

If negligence could be confined within 
the four corners of a definition the 
banker’s position would be easier, but this 
is not the case. It has been said that the 
banker is expected to act with the care 
which a reasonable business man would 
exercise, but this does not afford a satis- 
factory guide as to what action he ought 
to take in any particular set of circum- 
stances. Perhaps the best help available is 
that given in the judgment in Commis- 
sioner of Taxation v. English Scottish and 
Australian Bank Ltd. (1920), viz., ‘‘the 
test of negligence is whether the transac- 
tion of paying in any given cheque, 
coupled with the circumstances antecedent 
and present was so out of the ordinary 
course that it ought to have aroused doubts 
in the bankers’ minds and caused them to 
make inquiry.’’ Thus each case has to be 
judged on its merits in the light of the 
particular facts. 

Let us look at some of the cases which 
have been before the Courts. By examin- 
ing the facts and the conclusions which the 
law has come to, the banker is afforded a 
guide as to what he should do next time 
those circumstances arise, and that know- 
ledge may also be of assistance in framing 
a course of action when the facts are not 
quite the same. A collecting banker has 
been guilty of negligence in the following 
circumstances, which show what seemingly 
endless dangers surround the banker and 
how easy it is for him to fall a victim to 
the charge of negligence as interpreted by 
the Courts. 
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Students’ Section—continued 

(a) Where he has omitted to verify the 
correctness of endorsements on 
cheques payable to order. 


A banker is bound to examine the en- 
dorsements on all cheques paid in by his 
eustomers for collection and see that they 
are prima facie in order. In Bavins Jnr. 
& Sims v. London & South Western Bank 
(1900), it was held that the collecting bank 
was guilty of negligence in failing to 
observe that the endorsement was different 
from the name of the payee. Again, in 
Turner v. London & Provincial Bank 


(1903), the collecting banker was found 
guilty of negligence where he omitted to 
notice that the endorsements of different 
payees were in the same handwriting. 


(b) Where he failed to obtain adequate 
references from a new customer or 
to follow up a reference given by a 
customer when opening an account. 

In Ladbroke & Co. v. Todd (1914) an 
account was opened without any enquiry 
or reference regarding the new customer, 
who wanted his first cheque cleared speci- 
ally. It turned out that the cheque paid 
in had been stolen, and the bank was held 
to have been negligent in not making pro- 
per enquiries before opening the account. 
Again, the reference given may be a false 
one. Hampstead Guardians v. Barclays 
Bank (1923) is a case in point. The bank 
asked for a reference in this case and was 
duly supplied with one, but unfortunately 
the bank did not take any steps to verify 
it. It subsequently transpired that the 
customer himself answered the enquiry. A 
further adverse feature of this case was 
that the cheques paid in were payable to a 
firm and the bank had not confirmed the 
customer’s story that he traded under that 
name, 


(ec) Where he collects cheques payable to 
a company, partnership, or firm for 
the credit of an official or a partner. 

In the ease of A. L. Underwood Ltd. v. 

The Bank of Liverpool & Martins Ltd. 

(1924), the sole director, who was the 

holder of all the shares except one in A. L. 

Underwood Ltd., paid into his private ac- 

count cheques payable to the company. 

The director had the power to endorse the 

cheques on behalf of the company, but it 

was held that the bank was negligent in 
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not making enquiry as to why he was put- 
ting these cheques to his own account in- 
stead of to that of the company where they 
evidently belonged. Although the director 
held nearly all the shares, he and the com- 
pany were two different entities. A limited 
company’s business is necessarily con- 
ducted by way of agency, and there is an 
obvious risk that persons associated with a 
company may misuse for their own pur- 
poses the company’s cheques, and when the 
payee is a company and the banker is 
aware of a close connection between the 
company and the person to whose account 
the cheque is going, he may lose the pro- 
tection of s. 88 if he does not make en- 
quiries. Insurance agents paying in to 
their private accounts cheques payable to 
their principals would also fall within this 
eategory. Similarly with cheques drawn 
by a firm. If they are payable to a third 
party there is a risk in collecting them for 
the credit of an employee without enquiry 
(Lloyds Bank Ltd. v. E. B. Savory & Co. 
(1932) ). 

In connection with the element of 
agency which frequently arises in the col- 
lection of cheques, the banker’s position 
where there is a ‘‘per pro’’ endorsement 
is of interest. Section 30 of the Bills of 
Exchange Act reads: ‘‘A signature by pro- 
curation operates as notice that the agent 
has but a limited authority to sign, and the 
principal is only bound by such signature 
if the agent in so signing was acting within 
the actual limits of his authority.”’ 

When a banker sees a ‘‘per pro’’ signa- 
ture he has notice that the signatory has 
only a limited right to sign for his princi- 
pal, and that fact, together with other cir- 
cumstances, may place the banker in the 
position of having to make enquiries if he 
is to avoid negligence. It was held in 
Reckitt v. Midland Bank Ltd. (1932) that 
the collecting banker was negligent in not 
making enquiries when cheques which 
clearly showed they were drawn on behalf 
of a principal were offered in reduction of 
an overdraft on the account of the agent 
who drew the cheques. 


(4) “... receivers payment for 4 
customer ...” 

These words do not suggest any diffi- 
eulty of interpretation, but they have 
nevertheless been the subject of much argu- 
ment in the Courts. 
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Students’ Section—continued 
(a) What constitutes a customer? 


If the person for whom the cheque is 
collected is not a customer, the banker can- 
not expect any protection from the section. 
This is one reason why bankers insist upon 
a satisfactory introduction before allowing 
a newcomer to have the full facilities of a 
current account. There must be no pre- 
tence about it. The reference given must 
be followed up and the result must be 
satisfactory. It is not sufficient that the 
banker may happen to know the name of 
the referee given. He must follow up the 
enquiry (Ladbroke v. Todd (1914)). The 
question as to whether the first transaction 
with a person is sufficient to constitute that 
person a customer has been the subject of 
much controversy. In Ladbroke v. Todd 
(1914) it was held that the relation of 
banker and customer began as soon as the 
first cheque was handed in to the banker 
for collection. In the case Commissioner of 
Taxation v. English Scottish & Australian 
Bank Ltd. (1920) it was held ‘‘that a per- 
son whose money has been accepted by the 
bank on the footing that they undertake 
to honour cheques up to the amount stand- 
ing to his credit is a customer of the bank 
irrespective of whether his connection is 
of short or long standing. The contrast is 
not between an habitué and a newcomer, 
but between a person for whom the bank 
performs a casual service, e.g., cashing a 
cheque for a person introduced by one of 
their customers, and a person who has an 
account of his own at the bank.’’ It was 
considered that the word ‘‘customer’’ sig- 
nifies a relationship in which duration is 
not of the essence. 


(b) Receiving payment for a customer. 


These words do not suggest any difficulty 
of interpretation, but they also have never- 
theless been the subject of much argument 
in the Courts. In the famous Gordon Case 
(1903), the question was discussed whether 
a banker receives payment for a customer 
within the meaning of s. 88 if he credits 
his customer’s account with cheques paid 
in before he has received the proceeds from 
the paying banker. This was a common 
practice, and the question was one of great 
importance. In this case the customer had 
been allowed to draw against cheques 
before they were cleared, and it was de- 
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cided that the banker did not in these cir- 
cumstances receive payment for a custo- 
mer. He was in fact receiving the payment 
not as an agent for his customer, but for 
himself, and was not entitled to the protee- 
tion of s. 88. Lord Macnaghten, in the 
Gordon Case, described the functions of a 
collecting banker, acting within s. 82 
(Commonwealth Act, s. 88), as those of 
‘‘a mere conduit pipe for conveying the 
cheque to the bank on which it is drawn 
and receiving the money from the bank for 
their customer.’’ This decision meant that 
no banker could plead the protection of 
s. 88 unless he altered his procedure for 
the cumbersome one of placing all credits, 
pending clearance, to an impersonal sus- 
pense account. 

As a result of the agitation very natur- 
ally caused by the decision in the Gordon 
Case, there was passed, in 1906, an amend- 
ing Act as follows: ‘‘A banker receives 
payment of a crossed cheque for a custo- 
mer within the meaning of this section, 
notwithstanding that he credits his custo- 
mer’s account with the amount of the 
cheque before receiving payment thereof.” 
This is now s. 88(2) (Commonwealth 
Act). 

The effect of this 1906 Act is that the 
mere crediting by a banker of a cheque 
paid into a customer’s account indepen- 
dently of any knowledge of the customer 
or arrangement between him and _ the 
banker, does not convert the banker into 
a holder for value as distinct from a recipi- 
ent for the customer within the meaning 
of s. 88. 


(5) “...cheques crossed generally or 
specially to himself...” 

It was made clear in the Gordon Case 
(1903) that the expression ‘‘crossed gen- 
erally or specially to himself’’ refers to the 
condition of the cheque as it comes to the 
hands of the banker. Cheques which are 
uncrossed when they reach the collecting 
banker cannot be brought within this sec- 
tion by any crossing placed thereon by the 
banker under s. 83 (6). For this reason 
most banks have a notice on pay-in-slips oF 
on the teller’s box requesting customers t 
cross all cheques before paying them in. 

It was argued in the Gordon Case (1903) 
that a banker needs no protection in the 
ease of uncrossed cheques because he 
under no obligation to collect them. There 
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Students’ Section—continued eult for the bank to recover the amount 
is theoretically no necessity to ‘‘receive should the customer be a man of straw or 
— of iy ay er cheque through close his account. 
a ban er, and the banker's intervention The only possible defence available to a 
Neience of the customer, and’ quite outside banker who collects uncrossed cheques is 
} f the Bill ’ ' E on ‘Act the plea that he was himself in the position 
e Scope Oe ls oF xchange ct. of a holder for value, collecting the cheque, 
Although all cheques paid in for collection 15+ for a customer, but for himself (This 
are scrutinised by the receiving teller, it plea, however wentd fail in the poe of on 
would appear that many uncrossed cheques it etien?? cheque having a forged endorse- 
are (inadvertently) accepted without ment.) 
query. i is — risky from a legal . 
point of view, because as the law now “ " 
stands a bank is liable to the true owner (6) ap og ane 7 title or 
for collecting an uncrossed cheque for wal 
someone whose title is defective. It does This is the specific risk against which 
not matter whether the bank has acted with the section is provided—the risk that the 
all due care or negligently ; should there be banker had collected a cheque for someone 
any defect in the title of the customer, the other than the true owner and thereby 
bank is liable to refund the amount to the made himself liable for conversion. The 
true owner. Of course the bank would rest of the section absolves the collecting 
then be entitled to debit the account of its banker from liability to the true owner by 
customer, but as its liability to the true reason of his having received such pay- 
owner exists for six years it may be diffi- ments. 
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ROUND THE BEND FOR NOTHING 


Professor Emil Kraepelin, in Manic- Since the war we seem to have had an 
Depressive Insanity and Paranoia, says annual biography of Charles Dickens. Now 
that manic-depressives charm us ‘‘by their the gulla-gulla boys, the psychiatrists, and 
intellectual nobility, their versatility, their the psychoanalysts have taken a hand. By 
Wealth of ideas, their ready accessibility the time these lads have finished with you 
and their delight in adventure, their you will realise that you are not only a 
artistic capacity, their good nature, their Dirty Old Man now, but that you should 
cheery, sunny mood. But at the same time have stood your trial for incest at three. 
they put us in an uncomfortable state of As for your thoughts at two—oh, la la!— 
surprise by a certain restlessness, talkative- this respectable journal is no place for 
hess, desultoriness in conversation, exces- them! 
sive need for social life, capricious temper Mr. Julian Symons, in Charles Dickens, 
and suggestibility, lack of reliability, in the ‘‘English Novelists Series,’’ con- 
steadiness, and perseverance in work, a_ siders the above quotation from Professor 
tendeney to building castles in the air and Kraepelin ‘‘a remarkably apt description 
scheming, occasional unusual activities. of Dickens.’’ From my own limited know- 
Now and then one possibly hears also of ledge of Dickens I do not, with respect, 
Periods of causeless depression or agree that Mr. Symons has proved his case 
anxiety, ’’ that Dickens was a manic-depressive. The 
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End Pages—continued 

novelist, on his own showing, ‘‘ worked 
slowly and with great care.’’ If his tre- 
mendous output demonstrates that he dis- 
played a ‘‘lack of reliability, steadiness, 
and perseverance in work,’’ then the rest 
of the world are a pack of loafers, at best 
working only in fits and starts. 

Mr. Frank Swinnerton has examined 
Mr. Symons’ claims and rejects them. Mr. 
Swinnerton says: ‘‘Nay, as I examine 
again the traits of the manic-depressive, I 
find them forming, not so much a portrait 
of Dickens, as a portrait of myself!’’ 

I admit that it is a presumption on my 
part to attempt to contradict Mr. Symons, 
for although I have read Dickens’ works 
(and, I believe, all his biographies except 
Mr. Jack Lindsay’s), the only one I know 
really intimately is Pickwick Papers, which 
I have read times beyond count for just 
fifty years. That, of course, proves nothing, 
as Dickens did not write Pickwick Papers. 
An angel to his soul repaired and, being 
helped, inhabited there while this immortal 
story was written. 

I do, however, make bold to contradict 
Mr. Swinnerton when he says that the 
traits of the manic-depressive form a por- 
trait of himself, of all people. In his essay 
A Farewell to Reviewing, Mr. Swinnerton 
gave his output as: the reading of 1000 
manuscripts a year and reports thereon, 
and four to six printed books a week and 
reviews thereof. In his spare time he wrote 
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novels! He wrote this when he was 495) 
years. He had then written seventeen: 
books, and he has since written another ” 
seventeen. He must still be working about ~ 
100 hours a week, so that he has plenty of 
time left to indulge in ‘‘talkativeness’’ and 7 
for ‘‘building castles in the air and schems) | 
ing.’’ I agree that his writings give ample | 
proof that he possesses all the charming, | 
qualities of the manic-depressive, but I can” 
trace none of the defects of the type. 4 

My own case is quite the reverse. Ther® 
‘‘charming’’ qualities are, at their best) 9 
faintly perceptible ; at their worst, they arg)” 
perverted. For example, I have a ‘‘ wealth” 
of ideas,’’ but what sort of ideas? On they 
other hand, the ‘‘uncomfortable’’ qualities! 
are present to a marked degree. The onlyy 
refinement I should make is my excessive! 
need for social life is fully satisfied by the!) 
company I find in books. The circle started! | 
when I was 9 years old with Sam Weller) 
Bob Sawyer, and Ben Allen. It has grown) 
considerably since, and now include” 
Rebecca Sharp and other unidea’d girls. 7 

The discovery that I was a manic-de 4 
pressive was, naturally, a shock. Neverthe- 7 
less, certainty breeds its own contentment, © 
My family, in fact, are quite relieved; it 
might have been worse. And I was able to © 
make the discovery at the small cost of 9 
Mr. Symon’s delightful book, instead of 7 
wasting many guineas consulting the gulla- 
gulla boys. 


THE INDEX 


In his introduction to the ‘‘World’s 
Classics’ edition of Sherlock Holmes, 
S. C. Roberts, Master of Pembroke College, 
Cambridge, has drawn attention to some 
curious lapses in Holmes’ home-made 
encyclopaedia. 
Under the letter ‘‘V’’ the correctly ap- 
peared : 
Vigor, the Hammersmith Wonder 
Vittoria, the circus belle. 

But there are also the following howlers: 
Victor Lynch, the forger 
Voyage of the Gloria Scott. 

As the Master of Pembroke points out, 
these are ‘‘exasperating entries for anyone 
wanting information about the Gloria 
Seott or Lynch.”’ 


Yet, I suppose, these entries present 10 7 
difficulty to Holmes. One of my friends, a 
buyer for a large establishment, indexes) 
his suppliers strictly in accordance with} 
their names. If a name begins with they 
article ‘‘The”’ he files it under ‘‘T,’’ thusey 

The Get Rich Quick Co. Ltd. 

I need hardly add that his file 
which even without such a boost is one off) 
the big four, has reached gigantic propotyy 
tions. Whilst this is a breach of an eleme@ty) 
tary rule of indexing, my friend never) 
fails to locate his files in the shortest spaces) 
of time. On the other hand, I am acquallisy 
ted with men who know all the rules of 
indexing but who are such muddlers thats 
you committed a murder the safest place} 
to hide the body would be in their 1 
cabinet. I am one of those men. 


‘“ 1) 








